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SCOPE AND METHOD OF ECONOMICS 1 


In my choice of subject to-day, I fear that I have exposed 
myself to two serious charges: that of tedium and that of 
presumption. Speculations upon methodology are famous for 
platitude and prolixity. They offer the greatest opportunity for 
internecine strife; the claims of the contending factions are 
subject to no agreed check, and a victory, even if it could be 
established, is thought to yield no manifest benefit to the science 
itself. The barrenness of methodological conclusions is often a 
fitting complement to the weariness entailed by the process of 
reaching them. 

Exposed as a bore, the methodologist cannot take refuge behind 
a cloak of modesty. On the contrary, he stands forward ready 
by his own claim to give advice to all and sundry, to criticise 
the work of others, which, whether valuable or not, at least 
attempts to be constructive; he sets himself up as the final 
interpreter of the past and dictator of future efforts. 

My sense of immodesty is greatly enhanced by the occasion 
and place of this gathering. As economists we are singularly 
happy in having this meeting of the British Association in Cam- 
bridge. There is no need for me to emphasise the unique 
contribution which this university has made to economic studies 
in recent times; the great names of masters dead and living are 
in all our minds. And here I come, a tyro from a University, 
which, albeit the home of revered economists—may I be forgiven 
for mentioning Locke, Senior, W. F. Lloyd and Edgeworth— 
must in the modern period recognise its own juniority of status, 
and dare to lay down the law in this holy of holies. In the sphere 
of methodology the Cambridge economists have contributed 
much both by way of parenthesis in their major works and by 
occasional papers. I must refer also to the classic treatise on 
Scope and Method by Dr. John Neville Keynes, who is still happily 
with us. 

1 Presidential Address before Section F of the British Association, Cambridge, 


August 1938. 
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As a small extenuating circumstance | may mention that 
after taking my degree at Oxford I spent an all-too-brief but 
highly stimulating period here as the pupil of Mr. Maynard 
Keynes. And it is a source of particular pride and pleasure to 
me that on the first meeting of the Association in Cambridge 
thereafter I should revisit it in this honourable capacity. 

My substantial excuse for choosing methodology to-day is 
that I feel a strong inner urge to say something. Also the time 
appears to be fitting. English writers have been on the whole 
wisely chary of the subject; but recently there has been an 
outcrop of speculation upon it. There is Professor Robbins’ 
brilliant essay. My differences from him on certain matters of 
emphasis will become manifest; his effective and conclusive 
exposure of many popular fallacies regarding the nature and 
assumptions of pure theory considerably lightens my burden. 
Professor Fraser has contributed some important articles, and 
his book on Economic Thought and Language lies on the borderland 
of methodology. Most recently we have Mrs. Wootton’s 
jeremiad.1_ While her case against too grandiose claims for our 
subject is unassailable, I am confident that a circumspect state- 
ment of its achievement and utility would be proof against her 
shafts. Most melancholy of all I find her unappetising programme 
for the future development of economics. 

A word of warning is in place at the outset. In view of the 
prospective intensification of economic studies in this country, 
it might be thought timely to lay down the lines or set up some 
finger-posts for the work which might most profitably be done. 
Such an attempt would indeed be presumptuous, and would 
depart altogether from proper methodological procedure. The 
principles by which progress in a science proceeds can only be 
reached by observing that progress. They cannot be deduced 
a priori or prescribed in advance. There are, no doubt, certain 
general logical rules to which all genuine advance in knowledge 
is subject. The study of these constitutes logic itself. Each 
science or discipline has its own special limitations and conditions ; 
its method of progress has its own special characteristics ; within 
the wide field of logical possibilities some are selected as especially 
adapted to its problems; it is with this selection that methodology 
is concerned. And for this reason the methodologist is bound to 
occupy the rear, and not the vanguard. He studies the specific 
nature of the selected principles after the selection has been 


1 Lament for Economics. Cf. also Dr. Lancelot Hogben, Political Arithmetic, 
Introduction. 
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made. Methods, of course, change from time to time; but the 
actual worker on special problems is more likely than the 
methodologist to be able to judge the best line of advance. The 
methodologist’s contribution is more indirect. 

It is when they endeavour to adopt a forward position that 
the methodologists are most apt to lapse into barren controversy. 
The historical school scolds the deductive school, and the 
deductive school scolds back. Captions and battle-cries are 
devised. The “ institutionalists’’ appear on the scene. These 
rival schools endeavour to prescribe what economic method 
ought to be. The function of the methodologist is to say what it 
in fact is, or, more strictly, has so far been. The proper and 
final reply to the would-be reformer is, “Stop talking and get 
on with the job; apply your method, and, if it is productive, you 
will be able to display your results.”’ 

On first glance this relegation of the methodologist to the rear 
might seem to give public endorsement to what has all the time 
been the inward suspicion of the pioneer that he is an utterly 
useless being. But in fact by reducing his claims he at once 
becomes much more useful. The forward worker is inevitably 
influenced by methods used in the past; methods that have 
already achieved good results may be expected to achieve more; 
tools ready to hand are taken up. By going over the old ground 
and making a stricter survey, the methodologist may consider- 
ably modify this influence of the past upon the present. For 
instance, by a minute examination of assumptions he may show 
that there are certain limitations in principle to the productive- 
ness of a given method, and that it has in fact already yielded all 
the results that its assumptions allow. Or, he may show that 
propositions usually deemed to constitute constructive knowledge 
do not in fact do so, but consist essentially of definitions of the 
terms employed. Or, he may show that conclusions often 
presented as the fruits of deductive reasoning were suggested 
by observation of the facts and have no other support, the premises 
used in the pedagogic demonstration being hypotheses otherwise 
unsupported. These elucidations may alter the forward worker’s 
sense of proportion and the reliance he implicitly places on certain 
tools. They may give him a greater understanding of the nature 
of past achievements, and so insensibly influence him in his 
gropings towards fresh discovery. To do this is very different 
from trying to lay down the lines on which he ought to work. 

This survey of economics is confined to what may be called 


its scientific aspect—namely, the formulation of general laws and 
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maxims. Many economists are, naturally, concerned with much 
besides this. They are concerned with the bare description of 
institutions, with compiling statistics and presenting them in 
an informative way. Study of this sort may be regarded as 
contemporary economic history. It has serious methodological 
problems of its own, which are not considered here. 

It must not be inferred that this paper is solely concerned with 
so-called deductive economics. Quite the contrary. its purpose 
is to emphasise the limitations of deduction and the importance 
of observation of the facts. Facts may be observed for their 
own intrinsic interest, or as tending to establish or overthrow 
some generalisation. It is the latter type of observation that 
falls within this survey. 


It may be of assistance at this point to sketch out certain 
broad conclusions which the following reasoning seeks to establish. 
An advance statement of this kind may make the course of the 
argument more easy to follow. 

I propose to divide what is commonly regarded as the pure 
theory of traditional economics into two sharply distinguished 
sections. Confusion appears to me to have arisen from the 
failure to make this distinction. On the one hand there is the 
theory of value and distribution; on the other is the maxim that 
productive resources should so be distributed among occupations 
as to yield an equi-marginal social net product.t 

The theory of value and distribution seeks to show how a 
number of circumstances taken as given (the fundamental data) 
—namely, the preferences and capacities of individuals and the 
available resources—serve to determine a structure of output 


and prices. If a change in these data occur, the theory professes 


ability to predict the consequences, within certain limits, on the 
price-output structure. This professed ability to predict implies 
that we have available certain general laws concerning the suc- 
cession of events—causal laws, in fact. Rigid demonstrability 
and certainty, of an almost geometric kind, are claimed for 
them. Since the laws concern the succession of phenomena, they 
must have an empirical basis; and since the phenomena of 
economics are notoriously highly complex and unamenable to 
scientific handling, it is a paradox that the laws derived from 
their study should have the high degree of certainty claimed 


for them. 
The paradox is resolved when we consider that the laws in 


1 Cf. Professor Pigou, Economics of Welfare, 1st ed., pt. II, ch. 2, sec. 5. 
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question are deducible from a single simple principle, itself based 
on experience, but on an experience far wider than that vouch- 
safed by the study of markets and prices and extending back to 
the earliest phases of man’s self-conscious existence—namely, 
the Law of Diminishing Utility or the Law of Demand, to be 
defined more precisely presently. The experience is so broad 
that the principle may be taken as an axiom of the highest 
possible degree of empirical probability. 

But against this very high degree of probability of the principle 
and the laws deduced from it must be set their complementary 
degree of generality. The degree of generality is, indeed, so 
great that, I shall submit, the power of prediction vouchsafed 
by them is almost nugatory. 

Next, economists, even the most theoretical, have been prone 
to give advice on the basis of theory. And I believe that 
economists would claim that much of the advice so given since 
Adam Smith has been valid. A type of the advice I have in 
mind, though this by no means covers the whole field, is the 
recommendation of Free Trade. Now, it will at once occur to 
the critic to ask, How, if it is true that the laws of value and 
distribution are so general that they yield but a nugatory power 
of prediction, can a quite copious array of advisory propositions, 
admittedly based on pure theory, be justified ? 

The reply is that these prescriptions are based on the other 
department of what is commonly regarded as pure theory. They 
are derived from the maxim that productive resources should be 
so distributed among occupations as to yield an equi-marginal 
social net product. The nature and justification of this maxim 
must be considered. 

In order to derive from it precepts, which are applicable in 
the real world, certain knowledge about that world is necessary. 
This knowledge does not, however, relate primarily to causal 
sequences, nor does it consist of a bare enumeration of particular 
features and events. It arises rather from a simultaneous chart 
or survey of the economic field, and the main work of the 
cartographer is analysis and classification. This analytical work 
is required both as a preliminary to the construction of the map 
and to the derivations of specific causal laws from the law of 
demand. I venture to submit that it is this identity of the 
preliminary groundwork which has tended to obscure the funda- 
mental distinction between the set of conclusions which relate 


1 Cf. Prof. Lionel Robbins, Nature and Significance of Economic Science, 
pp. 77-82. 
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to causal sequences and involve predictory power on the one 
hand, and the comprehensive but simultaneous conspectus of 
the field as a whole, on which the validity of the prescriptions 
depends, on the other. 

I regard this division of analysis into two departments as of 
importance (i) because it reconciles the fairly copious array of 
economic precept with the very limited power of prediction and, 
(ii) because only by it can the empirical grounds of our general 
propositions be properly sorted out. I should add that recent 
methodological speculation appears to attach too much im- 
portance to the part played by the general theory of value and 
too little to that of the equi-marginal maxim in the history of 
economic thought. 

Recently economists have had the very proper ambition of 
obtaining greater knowledge of causal sequences than is vouch- 
safed by deductions from the Law of Demand. The phenomena 
of the trade cycle have been a special stimulus in this direction. 
But once they leave the plane of high generality which pertains 
to those deductions, their generalisations are likely to have a 
much lower degree of probability. All the difficulties associated 
with the complex and unamenable nature of the phenomena, 
which they have to study, come to the surface. They must say 
good-bye for ever to the claims to certainty which they could 
make so long as they remained within the confines of their 
geometrical system. From being one of the most exact, albeit 
narrowly circumscribed, sciences, economics of necessity becomes 
one of the most conjectural. 

Yet the conjecture of the trained observer may be of value. 
In the recent period economists have already offered advice on 
the basis of their conjectures in this dubious field. To this 
department belong many of the recommendations concerning 
control of the trade cycle; they are based on propositions con- 
cerning causal sequences not derived from the Law of Demand 
—on propositions, therefore, which are to some extent conjectural. 
Hence the recent conflict of prescriptions, of which we have heard 
so much. Thus we may account for the transition from ,the 
unanimity of advice, common in the last century, of which Free 
Trade is a good instance, to present-day disagreements. The 
former was based on the analytical map, making no claim to causal 
knowledge; the latter is based on the necessarily conjectural 
propositions of cycle theory, which must make such a claim, and 
are conjectural precisely because they entail such a claim. 

But the new realm of conjecture, though it may drive out the 
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old knowledge from its position of central interest in the 
economist’s mind, does not invalidate that knowledge. It will be 
a thousand pities, if the conflicting nature of prescriptions of the 
new type, which economists are right to give, albeit without claim 
to certainty, since they must give of their best, undermines the 
authority of the advice given on the basis of the analytical map. 

I now proceed to a more detailed examination. What remains 
is divided into four parts. The first I call the economic criterion, 
which deals with the nature and authority of the prescriptions 
given on the basis of the analytical map. The second is the 
theory of value and distribution which considers the scope and 
validity of the causal knowledge derived from the Law of Demand. 
There remain the recent strivings after causal knowledge outside 
that ambit. Within this field I carve out a section named 
dynamic theory, for reasons which will be explained. The 
residual section I call empirical study. This must not be taken 
to imply that the knowledge considered in the earlier sections 
is not based on experience. I expect the studies falling under 
this fourth head to be the most important in the future; but, 
owing to my rearguard position, I shall not be able to say much 
about them. I hope that appreciation of the necessary limitations 
to the scope of the other types of knowledge may serve to 
stimulate the new empirical work. 


I. Toe Economic CRITERION 


The train of thought here to be considered is derived from 
Adam Smith. His chief claim to fame consists in his origination 
of it, his work on this topic having far greater cogency and 
authority than his particular formulation of the labour theory 
of value or his speculations on the forces determining wages, 
profit and rent. Furthermore, I conceive it to be the central 
core of classical economics, entitled to an easy priority over the 
theory of value and distribution to which more recent writers, 
by reason of the growing precision of its formulation, have tended 
to give pride of place. 

The contribution of this department of theory must be con- 
sidered under two heads: (i) the choice of the criterion itself, 
(ii) the mechanism for testing how far existing or proposed 
arrangements and practices fulfil its requirements. 

The criterion may be defined dogmatically as follows: If an 
individual prefers a commodity or service X to Y, it is economic- 
ally better that he should have it. Similarly, if the individual 
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prefers work X to Y, or dislikes it less, it is economically better 
that he should do it. The economic good is thus the preferred. 
lf we may adopt Professor Robbins’ method of regarding the 
inner structure of thought rather than the verbal formulation 
of it,1 this choice of a criterion may be attributed to Adam Smith. 

The act of choice cannot be regarded either as a discovery 
or a hypothesis, though it partakes to some extent in the nature 
ofeach. He perceived that, by means of it, it would be possible to 
make sense of the confused and conflicting arguments of economic 
doctors and reduce chaos to order. This choice involved scientific 
insight of a high order. Its merits may be judged by its fruits. 

In appraising institutions and practices and making recom- 
mendations, the economist has this criterion in mind; it 
constitutes his standard of good and bad. 

Zealous protagonists for the scientific character of economics 
have been disposed, especially recently, to define the advisory 
capacity of the economist somewhat differently. Realising that 
in fully developed sciences laws of causation have primacy of 
position and practical maxims issue as corrolaries from them, 
they have been unwisely eager to assimilate economics to this 
category. Consequently they have suggested that the economist, 
in his advisory capacity, should state that a given interference 
will lead to certain consequences X, Y, Z .. . and then remain 
silent, leaving his client to decide whether X, Y,Z . . . isastate 
of affairs which he wishes to bring about. This formulation is in 
manifest conflict with the actual practice of economists. If the 
methodologist urges that this ought to be their actual practice, he 
trespasses beyond his proper province, which has already been 
defined. Also this formulation claims both too much and too little. 

It claims too much because it gives an exaggerated idea of 
the economist’s power of prediction at the present juncture. It 
claims too little because it entails that his advisory power is 
confined within the narrow limits of his predictory power. More- 
over, it would make him present his information in a form in 
which it would be of no use to his client. 

Suppose, for instance, an import duty on wheat is under 
consideration. He may feel confident that this will cause the 
price of wheat and wheaten bread within the country to be 
higher than it would otherwise be. He knows also that the duty 
will have effects on the prices of other commodities, on the 
incomes of various classes, on the foreign exchanges and the 
circulation of money. But he cannot put these effects into 

1 Cf. Nature and Significance of Economic Science, pp. 35-6. 
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quantitative terms, and in some cases he may not know the 
direction of the consequential movements. To do so he would 
have to have much more detailed causal laws at his disposal than 
there is any immediate prospect of his having. 

But even if he could know all these things, his advice would 
still be in a form of little use to his client. Having heard all the 
prospective changes, the client will want to know whether the 
last state of affairs is in sum better or worse than the first, and 
will be unable by his unaided intelligence to decide. 

By resorting to his analytical map, presently to be described, 
the economist may be able to come by a short cut to the required 
answer. He may be able to say outright and with substantial 
authority that on the whole the individuals of the community 
will be in a worse position, even although his power of predicting 
the actual course of prices and incomes is negligible. Any 
definition of the economist’s advisory scope which does not 
recognise this is unrealistic, and fails to do justice to the usefulness 
of the economist, even with his present limited powers. 

Strictures upon the economist’s proneness to give advice 
come also from another quarter—namely, politicians or moral 
philosophers. What right, they say, has the economist to lay 
down that such and such ought to be done, since this depends 
in part upon the ends sought? Surely the economist must wait 
until the ends are furnished to him by the politician. This 
criticism is not valid. 

The economist is entitled to his criterion of individual prefer- 
ence. The politician may then say to him, “I am not so much 
interested in individuals getting what they prefer, as in the 
country being self-sufficient. What I want to know is how to 
achieve this.’ But there are an infinite number of ways of 
achieving it. Which shall the economist prescribe? The poli- 
tician may add, ‘‘ Oh, well, I want to do it in the most economical 
way.” The economist then interprets this as meaning that, 
subject to the over-riding condition of self-sufficiency, individuals 
are to get what they prefer. Without his own criterion he cannot 
choose among the infinite variety of possibilities. Thus he has 
to employ it, even when a specific end is furnished to him. 


1 The position may be more complex. The economist may be asked to provide 
not for absolute self-sufficiency, but for a higher degree of it than obtained before. 
He will then be able to lay down the conditions for the attainment of the greatest 
amount of economic advantage in connection with any given degree of self- 
sufficiency, and he may be able to give some idea of the successive rates of eco- 
nomic sacrifice involved in the attainment of successively higher degrees of 
self-sufficiency. 
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He uses his criterion both to give advice simpliciter and to 
give it subject to an over-riding end furnished to him. If it were 
true that there is a latent ethical or political bias when he gives 
advice simpliciter, it would be equally true when he advises on 
the means to achieve an end laid down by moralists or politicians, 
Without his own criterion, he is entirely stultified. With it, he 
can give advice of precisely equal validity and freedom from 
ethical bias whether a specific end is furnished to him or not. 

We proceed to our second head within this field of thought : 
the mechanism for testing whether the requirements of the 
criterion are fulfilled. Here again our main debt is to Adam 
Smith. He perceived that the complex phenomena of markets 
and prices might be regarded as the result of the efforts of indi- 
viduals to inform each other of their preferences. This is the 
basis of the analytical map. He correctly maintained that 
economic study arises from the fact of division of labour. 
Robinson Crusoe directs his energies in relation to his own stan- 
dard of preferences; he needs no outside advice. He may, 
indeed, misdirect his efforts from ignorance of agriculture or 
engineering; in this the technicians in these subjects can alone 
correct him; the economist has no place. The need for the 
economist arises from the division in person between the producer 
and the consumer. 

Economists have constructed a map or model in which 
individuals are seen informing each other of their preferences. 
(It may help the reader to regard this map as the “ theory of 
perfect competition,” provided that all reference to the sequence 
of events is excluded from that “ theory.”) In order to construct 
the map in a way which corresponds with the observed phenomena 
of the real world, certain important analytical work was necessary. 
The relevant propositions may be stated in the form of truisms 
or tautologies, such as that the price of an article is equal to the 
sum of rewards to all persons contributing to its production, or 
again, if services of the same type get equal rewards in different 
occupations, the prices of commodities will be proportional to the 
quantity of service required for their production. The intel- 
lectual intuition behind these formulations is primarily one of 
classification. Indeed, it may be said that the major part of 
traditional economic theory consists of classification. Classi- 
fication is a highly respectable scientific activity of which 


1 More strictly, the prices of commodities will be the sums of parts a, b,c... 
charged in respect of services A, B,C . . . the value of each of which parts will 
be proportional to the quantity of the corresponding service used. 
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economists have no need to be ashamed. By referring more to 
it and less to so-called “laws,” their claim to scientific status, 
albeit more modest, would be less suspected. 

The map is to some extent hypothetical. It supposes that 
various activities may be interpreted as notifications of prefer- 
ences. On the other hand, it is drawn with reference to the 
facts of the situation, assuming, if appropriate, such matters as 
private property, private ownership of land, unequal division 
of wealth, even special types of banking institution, company 
organisation, etc., and traces how the mutual notification, which 
it supposes to be intended, operates in these conditions. 

Two points may be noted. (i) By means of the map we are 
enabled to get a view of the economic field as a whole. This is 
necessary for prescription. A particular piece of legislation may 
be well designed to secure its specific object. All reasonable men 
will wish to know, and it is the economist’s task to say, how this 
fits in with the larger purpose, for which the whole economic 
mechanism is designed. 'To what extent does the specific objective 
militate against or further the more general purpose?+ This 
can be studied by reference to the analytical conspectus. (ii) Our 
right to interpret observed phenomena as constituting the mutual 
expression of preferences depends in the last analysis on intro- 
spection. An observant visitor from Mars who knew nothing of 
the nature of desire, purpose and will, might well be unable to 
make this necessary link; he could become expert in the know- 
ledge of causal sequences, but for lack of the necessary inter- 
pretation would be unable to give advice on the basis of the 
conspectus.? 

The map is related to the criterion of preference by this 
principle, that the more effective the system of mutual notification 
attained, the more fully are preferences likely to be realised. 
Reference may be made to the example of an import duty on 
wheat. We may know enough of the existing organisation of 
markets to be sure that this will impose an obstruction to effective 
mutual notification. We infer that in the presence of this 
obstruction preferences are less likely to be secured. The validity 

1 If I interpret him aright, this account is in accordance with the view ex- 
pressed by Professor Robbins in his section on “ rationality ’’ in the concluding 
section on The Nature and Significance of Economic Science. Cf. also Professor 
G. Cassel, Fundamental Thoughts on Economics, p. 14. 

2 This is in principle the position to which Professor Cassel would reduce 
economists by extruding all reference to ability from economics. Cf. Funda- 
mental Thoughts on Economics, pp. 66-70. In another place, however, he recog- 


nises the fundamental part played by the notion of need, which is only another 
word for ability. Cf. Theory of Social Economy, Vol. I, pp. 3-9 (Ed. McCabe). 
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of this inference depends upon the correctitude of our inter- 
pretation of existing market processes. It is independent of 
knowledge how individuals will react to the obstruction — 
namely, the consequent course of prices, wages, etc., which we 
should have to know if we were required to give a full statement 
of consequences before prescribing, but which we only could 
know if our causal knowledge were fuller than it is. 

How far the facts of real life correspond to those envisaged 
in the model is a matter of observation, and it should be subjected 
to continuous check. Economists of the past were perhaps too 
hasty in assuming exact correspondence. On the basis of the 
assumption and the criterion that the economic objective was to 
achieve the preferred position the maxim of laissez-faire was 
exalted and a wealth of recommendations vouchsafed. 

These may be defended at least negatively. A given inter- 
ference, unless specifically designed to shape the real world to a 
closer approximation to the map, is likely to distort it farther 
from it. In this case reference to the criterion makes valid 
condemnation possible. 

More recently there has been a proper tendency to go beyond 
this negative attitude and to consider what interferences might 
be introduced to make the real world more like the map. 
Recommendations of this sort must be based on a vigilant 
observation of the actual working of real institutions (but they 
do not rest on causal laws or predictory powers). 

In this connection reference may be made to the formulation 
by Professor Pigou, already referred to, that the marginal social 
net product of resources in different occupations should be equal. 
Time forbids me to consider the definitions and classifications 
required to support this. It is the necessary but not sufficient 
condition for the fulfilment of the criterion that individuals 
should get what they prefer, and may be regarded as a (partial) 
restatement of it. 

The fact that a large part of Professor Pigou’s Economics of 
Welfare consists in the appraisal of institutions and proposals in 
the light of his criterion is evidence that this line of thought still 
has vitality. 

Recent theorems relating to Imperfect Competition, which, 
in my own mind at least, have a direct intellectual connection 
with Professor Pigou’s consideration of Increasing Returns in 


1 In exceptional cases the precise nature of this reaction might be relevant. 
Our map read in conjunction with out interpretation of the market should warn 
us if there is any probability of this. 
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the light of his criterion, appear to have their principal value, 
not in the realm of causal laws or prediction, but as an endeavour 
to show in an orderly and systematic way how real markets are 
distorted by comparison with those of the map. 

In spite of these interesting developments, I feel that there 
is a danger that this part of economic speculation, the field of 
its most signal triumphs in the past, may suffer an undeserved 
neglect, whether owing to the economist’s absorption in rival 
interests or to his discouragement at the overthrow of Free Trade. 
A mistaken methodological ban on advice-giving might also 
contribute something. 

The widespread growth of Government interference makes 
this function more and not less important. Officially sponsored 
rationalisation schemes, arrangements for the semi-public opera- 
tion of services, public policy with regard to road and rail transport, 
marketing-board arrangements all require vigilant scrutiny in 
the light of the criterion, to say nothing of more full-blooded 
socialist programmes. Even if public policy appears to violate 
the advice which the economist would give simpliciter, this is no 
excuse for him not to take an interest in the fulfilment of his 
criterion subject to the over-riding demands of policy. He may 
think that there is no case for giving agriculture special pro- 
tection; in the face of the opposite policy, he has scope enough 
to criticise the arrangements introduced to give effect to it. If 
he loses interest in this field of thought, the country is only too 
likely to get tied up with red tape and be subject to vast 
avoidable wastage. 

One further topic remains for consideration in this section. 

The preference criterion which forms the basis of the kind of 
investigation here considered was stated in a form not involving the 
comparison of the claims of different individuals with one another. 
The preferences notified in the model market are of the form 
that a given individual prefers an nth unit of X to an mth of Y. 
The need of one individual is not compared with that of another. 

Yet one is tempted to make such comparisons. For example, 
Marshall says in the Principles that the marginal utility of 
two pence is greater in the case of a poorer man than in that of 
a richer. If such comparisons are allowed, recommendations 
for a more even distribution of income seem to follow logically. 
They give scope for a wide range of recommendations not 
sponsored by our original criterion. 

Objection to this enlargement of the field of prescription may 
be based on two grounds. 
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(i) It may be urged that the economist hereby goes outside 
his proper “ scientific” field. This point is strongly urged by 
Professor Robbins. Whether the nth unit of X has greater or 
less utility than the mth of Y to a given individual may be made 
the subject of test. He can be given the choice. But there are 
no scientific means of deciding whether the nth of X has greater 
or less utility to individual P than the mth of Y has to another 
individual Q. The choice can never be put. This implies that 
we cannot in fact decide whether two pence have more utility to 
a millionaire or a beggar. Yet we may have a shrewd suspicion. 
But this, we are told, is ‘“‘ unscientific,’ for lack of a test. This 
objection would be very weighty if economics itself were a mature 
and exact science. Yet in fact its achievements outside a limited 
field are so beset on every side by matters which only admit of 
conjecture that it is possibly rather ridiculous for an economist 
to take such a high line. aemaidevpévov ydp éorw emi tocoirov 
taxpipes emlynreiv Kal” Exaorov yévos, €¢’ daov 7) TOO mpdypatos dvats 
émdéyera Can we afford to reject this very clear finding of 
common sense? Of course great caution must be exercised in not 
pushing the matter too far. Since the evidence is vague, we must 
not go farther than a very clear mandate from common sense 
allows. 

It is not altogether certsin that the gulf between the pre- 
scriptions of the classical economists and those of, shall I call 
them, the welfare school is as great as Professor Robbins implies. 
There is no doubt that the marginal utility of two pence to a given 
man at a given time and in given other circumstances is less if he 
has £1,000,000 a year than if he has £25 a year, since he will spend 
the £25 on things which he prefers per a penny of cost to the 
things on which he would spend the remaining £999,975. The 
further postulate that the two pence has lower utility to a 
millionaire than to a £25-p.-a. man is based on some sort of 
assumption about the equality of men in regard to their needs 
which must not be pressed too far. But so also do the prescrip- 
tions favourable to free markets. For the individuals who gain 
by the opening of a market are often different from those who 
suffer some loss. Consider the Repeal of the Corn Laws. This 
tended to reduce the value of a specific factor of production 
—land. It can no doubt be shown that the gain to the com- 
munity as a whole exceeded the loss to the landlords—but only 


1 Aristotle, Ethica Nicomachea. 1094b. ‘‘ For an educated person should 
expect to obtain precision in each branch of study to the extent which its nature 
permits.” 
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if individuals are treated in some sense as equal. Otherwise 
how can the loss to some—and that there was a loss can 
hardly be denied—be compared with the general gain? If the 
incomparability of utility to different individuals is strictly 
pressed, not only are the prescriptions of the welfare school ruled 
out, but all prescriptions whatever. The economist as an adviser 
is completely stultified, and, unless his speculations be regarded 
as of paramount esthetic value, he had better be suppressed 
completely. No; some sort of postulate of equality has to be 
assumed. But it should be carefully framed and used with 
great caution, always subject to the proviso “ unless the contrary 
can be shown.” In the case of the free-market arguments there 
is usually no characteristic attaching peculiarly to the bene- 
ficiaries of restriction other than that they are beneficiaries. In 
the case of the uneven distribution of income, there are many 
special characteristics of the rich as a class to which due con- 
sideration must be given. 

(ii) Objection may be raised on more general grounds which 
appear to me to have greater weight. The distribution of income 
is intimately connected with the balance of social and political 
forces, the study of which is outside the economist’s province. In 
prescribing here he knows without being told that there are other 
considerations. This is not to say that he should avoid all questions 
with political entanglements, for then again he would be almost 
completely stultified. Most vested interests can whip up some 
political support. It is a matter of degree and sense of proportion. 

It might further be urged that since re-distribution is a straight- 
forward matter widely understood, the economist might well 
leave it alone, since he can but reinforce in technical language 
an argument already before the public. Projects of re-distribu- 
tion, however, may have complicated ramifications which the 
economist is especially qualified by his other training to trace out. 
For instance, in his Public Finance Professor Pigou has worked 
out with great elaboration the principles and consequences of a 
re-distributive system of taxation. It may safely be said that 
this work would have been beyond the powers of any but a 
highly trained economist. 


II. GeneRAL THEORY OF VALUE AND DISTRIBUTION 
(Static THEORY) 


We now enter the territory which has increasingly come to 
be regarded as the special domain of the economic theorist. It 
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is here that we find the laws relating to the succession of phe- 
nomena, claiming a high degree of authority, on which prediction 
is based. 

It is not altogether clear why this department of thought has 
been so greatly elevated. The trouble may have begun with 
Ricardo. He wrote: “In different stages of society, the pro- 
portions of the whole produce of the earth which will be allotted 
to each of these classes, under the names of rent, profit, and 
wages will be essentially different . . . to determine the laws 
which regulate this distribution is the principal problem of 
Political Economy.” +1 Why the principal problem? We are 
not told. 

The method of procedure is to take certain elements in the 
situation as given—namely, the preference lists of individuals 
for goods and services, the terms on which they are willing to 
contribute their assistance in production and the current state 
of technology—and to take other elements as unknown—namely, 
the prices of all commodities and of factors of production, the 
amounts of commodities which will be produced and of factors 
which will be employed, and the precise methods of production 
among the variety of those technically possible which will be 
used. If the elements taken as known were in fact known, it 
would be possible to write down a number of equations expressing 
some of the unknowns as functions of the others. The object 
of this procedure would be to provide means of showing how 
changes in the fundamental data, desires, etc., will govern the 
course of events. 

I regard the most notable intellectual achievement in this 
department to be the classification of factors of production 
required as a preliminary to the formulation of the equations. 
(This classification has also proved of great service in elaborating 
the analytical map already considered.) There is the analysis of 
the contribution of capital to production as consisting essentially 
of waiting. There is all the work concerning the relation between 
direct and overhead costs. The so-called law of rent has given 
rise to a number of dichotomies of great interest. The concept 
of profit as a reward for skill and judgment has been rendered 
fairly precise. Professor Knight has shed a penetrating light 
upon the relation of profit to uncertainty-bearing, but some 
puzzles here remain. Meanwhile Mr. Keynes has produced 
another concept—liquidity-sacrifice, which bids fair to find a 
place as an independent factor; it needs further elaboration, 

1 Principles of Political Economy and Taxation, Preface, p. 1. 
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and its relation to the general concept of uncertainty-bearing 
requires precise definition. 

These concepts are then applied and their values are expressed 
as unknown quantities in a number of forms of functional equa- 
tions. These relate to the demands for commodities considered 
as functions of the prices of commodities, the quantities of 
factors used to produce commodities considered as functions of 
the prices of factors, and the quantities of factors on offer con- 
sidered as functions of their prices. Satisfaction is expressed if 
there are as many forms of equations as there are unknown 
quantities. 

But we run at once into the difficulty that the matters taken 
as known for the sake of argument are in fact not known. We 
may write down that the quantity of a commodity demanded 
depends on its price and on the prices of other commodities. 
But this does not take us far unless we know the precise law of 
dependence. We can only say that there should be an equation 
here, and if it could be written out along with a number of other 
equations, we should be able to determine the value of the 
unknowns and the effect of any specified change upon them. 
But in fact we have not got these equations, but only a number 
of blank forms, which are nothing more than aspirations to have 
such equations ! 

If this were the end of the matter, this department of theory 
would yield no causal laws and no power to predict whatever. 
The situation is not quite so bad. It is at this point that the Law 
of Demand is brought into play. With its aid we are able to say 
something about the demand equations. We say that they will 
have this in common, that the quantity of a commodity demanded 
will be less the higher its price.1_ We are still unable to formulate 
the demand equations precisely, but we have this very general 
piece of knowledge about their structure. Having regard to it, 
and also assuming that the other equations relating to supply 
and productive methods are not of a very odd structure,? limited 
powers of prediction with regard to the direction, though not 
the quantitative value of changes consequent upon a change in 
fundamental data, are rendered possible. 


1 Even to this there may be exceptions; cf. Marshall, Principles of Economics, 
(8th ed.), p. 132. 

2 It is possible that the crucial point in the argument by which Mr. Keynes 
throws doubt on the consequences usually supposed to flow from certain changes, 
on the basis of the theory of value, is his demonstration that the real supply 
schedules of the prime factors are, owing to actual offer terms being expressed in 
money, precisely of the odd structure required to invalidate the reasoning. 

No. 191.—von. xviii. EE 
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How do we come by this Law of Demand? Here we are 
certainly at the very centre of traditional economic theory. I 
do not believe this to be based on an observation of markets in 
the ordinary sense. There the confusing influence of many 
forces is operative, and though scatter diagrams may give a faint 
suggestion of the law, we hold it with much more feeling of 
assurance than they would vouchsafe. 

Consider the Law of Diminishing Utility. Is this based on 
some psycho-physiological principle, the diminishing reaction to 
stimuli? Is the main constructive part of our theory based on 
a generalisation borrowed from elsewhere, the verification of 
which depends on the observations of others? I do not think 
so. I believe the matter to be simpler. 

It appears to me that we have here an a priori axiom, albeit 
based in an indirect way on observation. In markets we are 
concerned with commodities divisible into parts. The parts are 
homogeneous in one respect—namely, in all their sensible 
properties—so as to be perfectly substitutable one for another, 
but heterogeneous in another respect—namely, the use to which 
they may be put. The parts may be used separately. Each 
occasion of their use has its own importance. Not each occasion 
is likely to have precisely the same importance, save in an excep- 
tional case. This is all that is required for the Law of Diminishing 
Utility. If supply is restricted, use will be confined to the most 
important occasions. This appears more general than, and 
independent of, the law of diminishing reaction to stimuli. The 
axiom arises directly out of homogeneity in one respect and 
heterogeneity in another. That homogeneity and heterogeneity 
thus reside together in exchangeable objects is of course known 
by observation, ultimately by introspection and the assumption 
that other selves exist and have similar states of consciousness to 
our own. The existence of the law explains how it is possible to 
make prediction on the basis of equations, which themselves seem, 
and claim to be, independent of detailed economic investigation. 

With the aid of the general Law of Demand we are able to 
predict some immediate consequences of changes in fundamental 
data. But we cannot go far. In the absence of more precise 
quantitative knowledge we soon run into alternative possibilities. 

This being so, the next step would appear to be to obtain 
more precise knowledge. This must come from empirical investi- 
gation. But when we leave the sure ground of the Law of Demand 
in its general form, we are at once confronted with the appalling 
problems which the shift and change in the economic scene, with 
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its plurality of causes and unamenability to experiment, present. 
Heroic attempts have been made by such workers as Dr. Schultz? 
to obtain quantitative Laws of Demand, and Professor Douglas? 
has made assaults on other parts of the structure of equations. 
Interesting results have been obtained, and more are to be 
expected. 

If this is really the heart and centre of economic science, all 
our resources should be put at the disposal of such investigations. 
But is it? We come back to the obiter dictum of Ricardo. Can it 
be justified ? 

It may be hazarded that there has been some concentration 
on the development of this part of pure theory, precisely because 
to a certain point it was possible to proceed by way.of deduction 
from our demand axiom. But when we proceed beyond this 
point it is necessary to make hypotheses about alternative possi- 
bilities, and, although with the aid of mathematical tools elaborate 
chains of deduction may be forged, the basis remains hypothetical. 
It does not seem probable that the predictory power in the theory 
of value can be enlarged, save by such empirical observations as 
make it possible to fill in the blank-forms of equations with 
quantitative data. 

This may bedone. It should be noted that the results obtained 
will at best not have a very high degree of probability. Yet it 
must be said that if real equations could be substituted for the 
present empty forms, even if the former were conjectural and 
hazardous in the extreme, economics would be on its way to 
looking much more like a mature science than it does at present. 
Only by abandoning the theological claim to certainty, and 
explicitly allowing a wide margin of error, can economics rebut 
the charge of scholasticism and claim scientific status. 

To sum up. The adoption of individual preference as the 
criterion for testing arrangements has proved convenient for 
getting a systematic ordering of thought. Incompletely but 
validly formulated as the principle that the marginal social net 
product of productive resources should be equal, it may be used 
to test existing arrangements or proposals. A map may be 
constructed, resembling our economic system, in which indi- 
viduals notify each other of their preferences. Interferences 
may be condemned for not taking account of this map. 
Alternatively interferences may be recommended designed to 
make our economic system resemble the map more closely. Both 


1 Cf. Statistical Laws of Demand and Supply. 
2 Cf. The Theory of Wages. 
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kinds of advice spring from and are dependent on a vigilant 
observation of the actual working of our system. It is highly 
important that this part of the economist’s function should not 
fall into desuetude. 

The causal laws of static theory are deducible from the Law 
of Demand. This is well based on a very wide experience; it is 
in no need of verification; further attempts to verify it could 
not add to the assurance with which we already hold it. But the 
laws are of a very general form, and little prediction can be based 
upon them, nor are they the source of the recommendations of 
traditional economics. More specific laws would have to be 
based on detailed empirical research and would be highly con- 
jectural. While great interest attaches to such empirical work, 
it is not clear that this should be the main avenue for future 
developments; but, if it is not to be, then the general theory of 
value must itself be displaced from its central position. 


III. Dynamic Economics 


There is no reason why the quest for causal laws should be 
limited to those propositions which may be derived from the law 
of demand. We may well expect future progress to lie outside 
that ambit. 

Out of the wide field of possibilities I choose for first con- 
sideration one department, which I propose to call dynamic 
economics. In using this terminology I am aware that I am 
departing from recent usage. There has been a tendency to use 
the expression broadly for any set of generalisations lying outside 
static theory. More specifically it has been used for the study 
of the influence of expectations—but these may find full expres- 
sion in a system of static equations—or, again, for the study of 
time-lags in a process of adjustment to a new static condition. 
These studies all have their own place. 

I believe that there ought to be, alongside of static theory, a 
body of laws relating to the increase (or decline) of economic 
magnitudes, and that with the aid of a very few empirical general- 
isations, having high authority if somewhat less than the Law of 
Demand itself, it may be possible without more ado to construct 
such a body of laws. I conceive the analogy between the relation 
of dynamics to statics in mechanics and that of this branch of 
economics to the static theory to be much closer than that implied 
in recent uses of the word dynamics in economics. While the 


equilibrium price determined by the maintenance of a steady 
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flow of demand and supply corresponds to a state of rest, new 
equations would be formulated to determine regular movements 
in the economic magnitudes under the influence of growth of 
population, savings, inventions, etc. 

This line of thought is not, of course, new. The classical 
economists attached great importance to the alleged tendencies 
of rent to rise and profits to fall. Such considerations are not 
absent from Marshall. But generalisations of this kind have 
tended to recede from view, owing both to their conjectural 
character and to the more precise formulation of static proposi- 
tions in a mathematical garb. The existence of this formulation 
has in turn tended to lead monetary and trade-cycle theorists, 
who are interested in change as such, to regard the phenomena 
of their study in terms of transitions from one static equilibrium 
to another. It may be that they would be greatly assisted if 
they could regard them as departures from or oscillations about 
a path of growth; but they can only do this effectively if the 
laws governing increase are as precisely formulated as the static 
laws. We need a system of fundamental equations using simpli- 
fying assumptions—cf. the frictionless surface, etc.—in which 
rates of increase will themselves figure as unknown terms. 

One reason for holding development along these lines to be 
needed is the unsatisfactory condition of the theory of interest 
in static economics. I refer now not to the results reached by 
Mr. Keynes in his important study of the dual nature of capital 
supply (waiting and liquidity sacrifice), but to a still more funda- 
mental difficulty.1 Using the assumptions required for static 
price determination—namely, persistence of tastes, technology 
and supply of factors unchanged—the demand for new saving at 
any given rate of interest is zero, since so long as the fundamental 
conditions and the equilibrium are maintained, the volume and 
method of production must be unchanged. To put the same 
thing in other words, the static equations determine the price of 
capital and the quantity of it which will be used. It is the 
quantity of capital in use which, along with the quantity of land 
and labour in use, remains unchanged throughout the maintenance 


1 T regret that it is not possible within the scope of this paper to consider from 
a methodological point of view the great contributions to thought recently made 
by Mr. Keynes. My division into sections was necessarily guided by reference 
to economics as a whole, and his contribution, although internally highly coherent 
and constituting a unified structure, belongs in part to all my divisions, so that a 
full discussion would not be wholly relevant to and would unduly swell any one. 
ro Econometrica, January 1937, R. F. Harrod, Mr. Keynes and Traditional 

ory. 
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of a given equilibrium. But if the quantity of capital in use is 
the same, the rate of saving is zero. I have the impression that 
writers, other than the most careful, tend to get one dimension 
wrong at this point, and suppose that the “‘ Laws of Supply and 
Demand ” (static theory) may determine not the quantity of 
capital, but the amount of saving—i.e. rate of increase in the 
quantity of capital at a given level.? 

That it is possible to reach interesting conclusions on the basis 
of the static assumption of no saving may be seen from Mrs. 
Robinson’s article on ‘‘ The Long Period Theory of Employ- 
ment.” The paradoxical air of that essay may well be due 
precisely to her strict adherence to the static assumption. The 
fact that she quite properly compels us to consider the true 
effect of any change in the light of its consequences in the state 
of equilibrium only reached when all saving has fallen to zero, 
suggests that it would be expedient to tackle the problem more 
directly. In place of a succession of static equilibria we need 
the concept of motion under the influence of steadily operating 
forces. 

The laws will govern the relation between and determine the 
mutual consistency of the rates of increase of various magnitudes 
—e.g. working population, technical powers, quantity of capital, 
of circulating medium, etc. Some empirical foundation is 
necessary. Bare study of mutual implications will not yield 
much, since there is an infinite variety of possibilities. But I 
have the impression that a few basic empirical laws, of a gener- 
ality not much inferior to that of the Law of Demand in statics, 
may yield, in connection with the study of mutual implications, 
an elaborate structure of deductive theory. 

An example of a basic empirical generalisation may be found 
in the proposition put forward by Mr. Keynes in his recent work, 
that at a given rate of interest people will save a larger absolute 
amount from a larger income. We could get still further if we 

1 We might imagine a static state as follows. People would save out of 
earned income in their early years and invest in life annuities such sums as would 
make their income rise at a rate which would make its marginal utility fall at a 
rate equal to the rate of interest. Meanwhile the rate of interest would be fixed 
at a critical level, sufficient to make them hand on their inherited capital intact, 
despite their inferior regard for their heirs. These conditions would, on the 
assumption of a stationary age-distribution, make saving equal to zero. If 
their regard for their heirs happened to be as great as their regard for themselves 
then, with a positive rate of interest and supposing the state of Bliss described 
by Ramsey in his well-known article not to be reached, there would be positive 
saving, and the assumptions of static theory would be mutually inconsistent. 
Similarly a socialist state in conditions otherwise static should arrange for positive 
saving. 
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could establish—but this is perhaps too audacious for the early 
stages—that people save a larger proportion of a larger income. 
Both these propositions are clearly open to empirical verification. 
They will be subject to ceteris paribus clauses regarding the dis- 
tribution of income and institutional arrangements, but these 
would probably not impair their high scientific utility. The 
statistical work of verification required is no doubt substantial, 
but light compared with that required to fill in the blank forms 
of the static-theory equations. The phenomena are much more 
amenable to the attainment of reliable results in this field than 
in that of static supply and demand schedules. The de facto 
growth of society assists the former, while it hinders the latter 
type of statistical inquiry. 

May I be excused for touching on a theory in which I believe 
—subject, of course, to the eroding researches of historians of 
thought—that I have certain proprietary rights? If it is true 
that the most important factor governing the demand for new 
capital is the rate of growth of the system, and the most im- 
portant factor governing its supply is the absolute size of the 
system, then, having regard to the truism that demand must be 
equal to the supply, a host of interesting conclusions should, 
follow. Premises containing these peculiar mathematical rela- 
tions should surely be a gift, precious beyond compare, to 
economists of mathematical bent seeking new conclusions. I risk 
saying that if, when trade-cycle theory comes to be established 
on firm and agreed foundations, these relations are not judged to 
have central causal significance, I shall be dumbfounded. 


IV. Empreicat STupies 


I now come to the most difficult, the most tentative and withal 
the most important section: the search for causal laws outside 
the realm of deductions from the Law of Demand or the simple 
laws of growth. 

Having previously tended to belittle the causal significance 
of the theory of value and distribution, I should like to pay 
tribute to the high importance of the work of classification, not 
achieved without much toil and the insight of genius, which is the 
groundwork of that theory as well as of the analytical map. This 
is likely to prove a valuable and indeed indispensable tool for 
further investigation, and the empiricist, however radical, is 
likely to flounder if he is unable to use it. In the classificatory 
work I include truisms like the quantity theory of money and 











406 THE ECONOMIC JOURNAL [SEPT. 


the wages-fund theory, which serve to give precision to the 
concepts. 

How shall I proceed into this unmapped territory? At this 
stage there should be no dispute on matters of principle. On 
the one hand, for every proposition purporting to relate to the 
succession of events it must be possible to point to the empirical 
evidence. Any attempt to assume superior airs may be met 
with the rejoinder that if empirical evidence is lacking, the propo- 
sition can be no more than a definition of the terms which it 
employs. On the other hand, attention must be paid to the 
mutual consistency of generalisations, and each one must be 
valued according to the extent to which it contributes to making 
the whole system more coherent. 

One might draw up a methodological classification by reference 
to how the investigator spends his day. There is armchair 
cogitation ; there is the application of statistical technique to the 
great body of statistical raw material already available, which 
may well require an elaborate apparatus and assistant workers; 
there is the compilation of fresh statistical material by work in 
the field; there is also the field-work directed to gaining a closer 
knowledge of how institutions actually work and the motives 
which govern behaviour. It may safely be said that all these 
kinds of activity have utility; they may be regarded as “ factors ” 
in the production of economic truth to be mixed in due proportions 
in accordance with the general principles of production; what is 
a due proportion depends in part upon the abilities and tem- 
peraments of the workers available. I will only add that the 
institutional arrangement whereby most professional economists 
are heavily burdened with teaching and administrative duties 
may militate against a sufficient admixture of the more laborious 
forms of statistical and field work. The remedy for this, now 
already in process of application, is the endowment of full-time 
workers of the right temperament and the provision of adequate 
laboratory equipment and skilled assistants. It may be noticed 
with satisfaction also that statistical method, on which economic 
advance depends, has recently displayed a great vitality under 
the influence of such distinguished pioneers as Dr. Ragnar Frisch. 

There is, however, a more fundamental difference between 
the outlook of the more and the less empirically minded. This 
consists of a difference of judgment as to the most hopeful source 
of clues for the future development of the subject. On the one 
hand there are those—J believe that it is fair so to represent the 
view of Professor Wesley Mitchell—who believed that clues are 
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most likely to be obtained by the diligent scrutiny, arrangement 
and rearrangement of the empirical data. The facts will one 
day speak for themselves. By patient and continuous observa- 
tion, the investigator will find the appropriate generalisation 
borne in upon him. On the other hand, some believed that clues 
are more likely to be found by an inspection of the existing body 
of theory. Close examination of it will reveal gaps, and in those 
very gaps may be found clues suggesting new generalisations 
which will render the theory more coherent, or even wider 
generalisations leading to a revolution of the kind which occurs 
from time to time in physics. Or, more moderately, they may 
lay some stress on observation, but urge that this should be done 
very much in the light of existing theory, to test hypotheses 
directly suggested by that theory. 

Both schools must be given our cordial blessing. Past 
achievements are still too exiguous for us to be sure which is the 
method most naturally adapted to our study. 

It is sometimes claimed that the major part of established 
generalisations have been reached in the less empirical way. 
But my feeling is that the great fruitfulness of the analytical map 
in yielding valid prescriptions has obscured the extreme paucity 
of our knowledge with regard to causal sequences. Two circum- 
stances militate against the more deductive method. One is the 
impossibility of the crucial experiment. In the mature sciences 
which rely mainly on this method, such as physics, or, to name a 
more recent comer, genetics, the crucial experiment is of central 
importance. Secondly, it is extremely difficult to test hypotheses 
by the collected data of observation. The operation of the 
plurality of causes is too widely pervasive. Thus numerous 
hypotheses are framed, and never submitted to decisive test, so 
that each man retains his own opinion still. 

I do not wish to press these considerations hard, but only 
sufficiently to upset the complacency of dogmatic upholders of 
one exclusive method. To give a contrary example, I believe 
that in so far as the monetary explanation and the demand-for- 
capital-goods explanation of the trade cycle be regarded as rival 
hypotheses suggested by theoretical considerations, the course 
of events in this country and the United States in the last ten 
years enhances the probability of the latter. It should be 
possible to devise statistical methods to increase the cogency 
of this indication of experience. I assume that even the more 
deductive or hypothetical method of advance should be fortified 
by statistical verification. 
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It is a doubtful point whether the more radically empirical 
method has been as barren as is sometimes suggested. To give 
a rather trivial example, Gresham’s Law is an instance of the 
facts speaking. However convincing the ex post theoretical 
explanation of the phenomena, the process of discovery was by 
observation rather than hypothesis. A more striking example 
may be derived from trade-cycle studies. It is an accepted 
generalisation, not indeed possessing the universal validity of the 
Law of Demand, but none the less of substantial authority and 
interest, that in the upswing of production prices have a rising 
tendency and in the downswing a falling tendency. It may 
safely be said that this could not be deduced from the propositions 
of static theory nor from that part of monetary theory, which is 
deducible from them. Falling prices would be regarded as an 
equally (if not more!) likely accompaniment of rising output, 
and vice versa. The generalisation is a direct result of observa- 
tion, an excellent example of the facts speaking for themselves. 
And if theoretical explanations have subsequently been woven 
round it, this must not blind us to the true source of our know- 
ledge. If rather crude observational data can yield appetising 
morsels of this sort, may we not legitimately hope that when 
subjected to refined statistical treatment they will yield more 
fruit in plenty? It will still be necessary to relate such general- 
isations to each other and to those of a more deductive origin in 
an orderly fashion. 

Having made this plea for the more radical empiricist, I will 
conclude by mentioning one or two types of investigation suggested 
by the present condition of theory. If I make no mention of 
others now under way, I hope it will be understood that this is 
not because I regard them as unimportant, but for lack of space 
and because the former happen to have caught the speaker’s 
eye first. 

Emphasis has recently quite properly been placed upon the 
importance of expectations with regard to the future in deter- 
mining the present actions of the individual, and upon the slender 
basis of knowledge on which he is obliged to form his expectations. 
Speculation upon the consequences of this may therefore be 
regarded as arising directly out of theoretical considerations. 

Ignorance with regard to the future drives the agent back to 
an imperfectly rational dependence upon past experience, par- 
ticularly his most recent experience. It is reasonable on this 
basis to make the hypothesis of a time-lag between certain adjust- 
ments. By introducing a systematic lag it is possible to give a 
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mathematical demonstration that an oscillation of behaviour 
must result. The interesting survey by Dr. Tinbergen in Econo- 
metrica 1 discusses a number of hypotheses of this nature. 

Statistical verification may proceed from two ends. On the 
one hand it may be possible to verify the particular lag assumed 
by reference to two statistical series. On the other the cycle 
mathematically deducible from the assumption of such a lag 
may be compared as to its general features with the real cycle. 
One might hope that even with the data already available the 
determination of lags in this empirical manner might give us a 
theory of the trade cycle, which would be self-consistent and 
consistent with the broader generalisations of theory, and also 
subject to fairly approximate empirical verification at both ends. 
Fortified by such tests, with what far higher degree of confidence 
might we call upon legislatures to take remedial measures! I 
may add that the framework of equations within which the lag 
hypothesis should be applied are those of dynamic economics. 
This gives another reason for wishing an early precise formulation 
of these. 

I now pass to an entirely different type of empirical work. 
General considerations suggest that the entrepreneur acts under 
the influence of certain defined forces. When we come to examine 
these, it is surprising how largely the entrepreneur must be 
ignorant of their precise value. This is evident enough in the 
case of capital outlay, decisions regarding which must be based 
on prognostication. But even current output is properly deter- 
mined by reference to the value of the loss or gain of customer 
goodwill and to that of “‘ user cost,’’* both of which depend 
upon prognostication. And apart from the future, there are 
other matters of uncertainty. Correct behaviour in the field of 
imperfect competition—and this is the greater part of the whole 
field—presupposes knowledge of the value of marginal revenue, 
which in its turn requires knowledge of the current elasticity of 
demand. Yet even that magnitude of central importance, which 
theorists are apt so glibly to take as given, is one about which 
many entrepreneurs are quite in the dark. 

Having regard to the fog of uncertainty by which the entre- 
preneur is thus shrouded, it has seemed to some of us in Oxford 
that valuable information about how he does in fact steer his 
course might be gained by the method of direct question. It is 
desirable to obtain a wide sample, and to conduct the question- 


1 July 1935. 
* Cf. J. M. Keynes, General Theory of Employment, Ch. VI. 
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naire in such a way as to make it probable that the victim will 
speak his true mind. I select two lines of thought for mention. 

(i) Theory may assume that the change in a certain magnitude 
—e.g. the rate of interest—will cause a defined change in the 
entrepreneur’s behaviour. But in fact if his margins of possible 
error, owing to uncertainty about various factors, are very wide, 
such a specific change, even although definitely known, may be 
treated by him as of too small account to affect his reckoning. 
The method of direct question does not seem an unreasonable one 
for obtaining reliable information about this. 

(ii) The entrepreneur lives by action; even if ignorant of the 
relevant data, he must decide one way or another. Nor can each 
and every decision be reached by an independent act of judgment; 
some rules of thumb are necessary to the efficient conduct of a 
business. In the absence of data, the rules must be supple- 
mentary to those envisaged in static theory. What are they? 
Again this seems a suitable subject for direct question. General- 
isations may be possible and valuable, even if confined to certain 
types of industry. For instance, an irrational but systematic 
and consistent treatment of overhead costs might give rise to a 
pattern of behaviour of significance in the trade cycle. 


I believe that we may be on the eve of a great advance in 
economic theory, taking us right outside the ambit of the static 
system of equations. The wealth of statistical data, together 
with the indications resident in the trade cycle that the succession 
of events is governed by laws still undiscovered, should be a spur 
to the inventiveness and enthusiasm of every student to whom 
the ways of science make appeal. He may reasonably feel that 
any day he may light upon some general relation of wide validity, 
satisfying to the intellect and capable of yielding vast benefit 
to humanity. The prospect is an inspiring one. 

Kindled by it, the worker who is an economist at heart will 
reject with contempt proposals for relegating him to the banausic 
work of the mere cataloguer. Nor will he be likely to wish to 
take up a position of polite subordination to the sociologist or 
anthropologist, as Mrs. Wootton has recently suggested. All 
honour be to those allied branches of investigation into human 
behaviour. I hope that I have indicated that the economist 
should take a broad view; he should be very much awake to the 
possibility of obtaining hints from and using the results of workers 
on the periphery of his subject. But if the status of a subject 
may be judged by the number and width of its general laws 
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established on a firm foundation, then, even adopting my very 
modest assessment, the economist may still claim without inso- 
lence that his subject is more mature than other sociological 
studies. And it may be added that the wealth and precision of 
the data at his disposal suggest that a further advance on a broad 
front is likely to occur in the near future. The notion that 
investigators in other branches of social study should be asked to 
help forward their lame brother economist and guide him on his 
proper path must, in the interest of intellectual honesty, be set 
down as fatuous and derisory. 

To some minds it may seem that in the field of the social 
studies, workers who treat of human values in direct, simple and 
intelligible terms are the most useful members of the fraternity. 
But not to minds well informed of the progress of the sciences. 
To reach general laws it is usually necessary to abandon the 
straightforward terms of common sense, to become immersed 
for a time in mysterious symbols and computations, in technical 
and abstruse demonstrations, far removed from the common light 
of day, in order to emerge finally with a generalisation which 
may then be re-translated into the language of the workaday 
world. 

Zealous humanitarians may be impatient for quick results. 
All men of goodwill may see without more ado that there is much 
amiss with the world. Should not social students postpone their 
abstruse intellectual problems, of fascination mainly to them- 
selves, and get together in a sort of academic tea-party to list our 
known abuses and our known resources and arrive at a programme 
of reform on the basis of mutual goodwill? And do they not in 
fact, so the critic proceeds, bury themselves in unintelligible 
jargon, because they fear that, if they proceeded with their 
more immediate duties, they would disturb vested interests, 
incur social odium and signally fail to feather their own nests ? 

The criticism misconceives the duty of the student and the 
true source of his power for good. It may be the case that much 
could be put to rights without further scientific knowledge. But 
the sociologist will agree that if known abuses are not redressed 
it is not for Jack of a catalogue of them, or even for lack of men 
of goodwill. He may not be able to formulate the sociological 
or psychological laws by which society is held in a fatal equi- 
librium of internecine hostility. But his experience will lead 
him to suspect that the equilibrium is not likely to be shattered 
by the breath of an academic tea-party. Nor have academic 
students a monopoly of goodwill or the power to express it. 
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Only in one way can the academic man change the shape of 
things, and that is by projecting new knowledge into the arena. 
In goodwill he may partake in greater or less degree along with 
more practical persons, and he is at liberty to join with them in 
political parties or social-welfare groups. His specific contri- 
bution is the enlargement of knowledge, and particularly of the 
knowledge of general laws. The task of the economist is rendered 
arduous by the intractable nature of the phenomena which he has 
to study; but he is better placed than other social students, and 
if he turn a deaf ear to cavillers, the past achievements of his 
subject and its present vitality may buoy him with a reasonable 


hope. 
R. F. Harrop 


Christ Church, Oxford. 




















THE MOVEMENT OF REAL AND MONEY WAGE RATES! 


THE purpose of this article is twofold: it proposes first to 
examine qualitatively and statistically several cf the notions that 
have recently been set forth as descriptive of the movement of 
wage rates and of the conduct of wage-earners. Later an at- 
tempt will be made to indicate the effect of the empirical results 
on wage theory and more general economic ‘“ models,” with 
special reference to Mr. Keynes’ General Theory. The study is an 
effort to bring theory and observation closer together.” 

Two quotations from Mr. Keynes illustrate the raison d’étre 
for an empirical study of real and money wage-rate movements. 


‘* But in the case of changes in the general level of wages, 
it will be found, I think, that the change in real wages associ- 
ated with a change in money wages, so far from being usually 
in the same direction, is almost always in the opposite 
direction. When money wages are rising, that is to say, it 
will be found that real wages are falling; and when money 
wages are falling real wages are rising.”’® 

‘* A fall in real wages due to a rise in prices, with money 
wages unaltered, does not, as a rule cause the supply of 
available labour on offer at the current wage to fall below 
the amount actuality employed prior to the rise of prices.” 4 


The first four sections consist of a summary of an empirical study : 
the first examines the statistical material with special reference 
to England; the next two sections show trade-union attitude in 
England towards changes in the cost of living and money wage 
rates; and the fourth deals with one aspect of the employer’s 
point of view toward wage-rate *® changes. The final two sections 
examine the theoretical implications of the first four. 


1 I am indebted to the Social Science Research Council for a fellowship which 
permitted this study to be carried on in England. 

* E. F. M. Durbin, ‘“‘ Methods of Research—A Plea for Co-operation in the 
Social Sciences,” Economic JouRNAL, June 1938, pp. 184-91. 

* General Theory of Employment, Interest and Money, p.10. J.E. Meade, Eco- 
nomic Analysis and Policy, pp. 66—7 and R. F. Harrod, ‘“‘ Mr. Keynes and Tradi- 
tional Theory,” Econometrica, Vol. 5, 1937, pp. 80-1, apparently accept this 
position, while Jiirgen Kuczynski, New Fashions in Wage Theory, pp. 18-24, 
rejects it. 

‘ Ibid., pp. 12-13. 
° The term wage rate will always be used to mean the average money wage rate. 
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I 


The indices of George H. Wood? will be used for the period 
from 1860 to 1880, those of Professor A. L. Bowley * for the years 
1880 up to the War, and those of the Ministry of Labour? for the 
post-War period.* Considering the period 1860-1913 first, there 
were 25 years in which the average wage-rate index showed an 
increase over the preceding year. Real wage rates moved as 


follows: 


17 years real wage rates increased, 
3 years real wage-rates were unchanged, 
5 years real wage rates decreased. 


There were 13 years of falling wage rates during which real wage 
rates moved as follows : 


5 years real wage rates increased. 
2 years real wage rates were unchanged, 
6 years real wage rates decreased. 


There were 15 years of unchanged wage rates: real wage rates 
rose 6 years, fell 5, and remained unchanged the other 4 years. 
If a minimum movement of 1 per cent. per year be neglected in 
the movement of wage rates because the data are expressed in 
whole numbers, the results are essentially similar to those just 
enumerated. Neglecting movements of 2 or 3 per cent. per year 
and concentrating attention on marked movements in wage rates 
does not change the character of these results. Real wage rates 
and money wage sates tended to increase together, while a re- 
duction in wage rates was equally often associated with a rise 


or a fall in real wage rates. 
But it may be argued that Mr Keynes’ statement is only 


intended to apply to a closed economy. Changes in the “ terms 


1 * Real Wages and the Standard of Comfort Since 1850,’’ Journal of the Royal 
Statistical Society, Volume LXXII, 1909, pp. 91-103. 

2 Wages and Income in the United Kingdom Since 1860, p. 30 

3’ Twenty-Second Abstract of Labour Statistics, p. 81 and pp. 122-5. Also see 
E. C. Ramsbottom, ‘‘ The Course of Wage Rates in the United Kingdom, 1921- 
34,”’ Journal of the Royal Statistical Society, Vol. XCVIII, 1935, pp. 639-73,” 
and “‘The Course of Wage Rates in the United Kingdom, 1935-37,’ Ibid., 
Vol. CI, 1938, pp. 202-4. For a convenient single index for the whole 
period, Sir Walter T. Layton and Geoffrey Crowther, An Introduction to the 
Study of Prices, 1935, Appendix E, pp. 263-73. 

4 With but one exception, no attempt will be made to examine the limitations 
of these indices. In general, they are “‘ the results of making what appears to be 
the best practical use of admittedly imperfect data’’ (Professor Bowley, op. cit., 
p- 120). 
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of trade’! may affect the relative movements of real and money 
wage rates in two ways. (a) A change in export prices may in- 
fluence money wage rates through employer or trade-union 
pressure. Thus increased export prices may induce trade unions 
to push up wage rates. (b) A change in import prices affects the 
cost of living, and thereby real wage rates. One would expect 
this factor to be important in Great Britain. If the terms of 
trade turn against England, the cost of living is higher and real 
wage rates are lower than would have been the case with the 
terms of trade unchanged. 

It has seemed impossible to correct the money wage-rate 
index for the first of the above influences of a change in the com- 
modity terms of trade. But for the period 1880-1913 the 
cost-of-living index was corrected for changes in the terms of 
trade. ‘Table I indicates the detailed results of this correction, 
and the accompanying footnotes show the sources of information 
and the methods used in calculating the results. Increased real 
wage rates are again most commonly associated with increased 
wage rates, though reductions in wage rates still present no 
definite uniformity. 

To meet a further possible objection, the trend in real wage 
rates was eliminated by a nine-year moving average for the 
period up to 1900. In the thirteen years before the War real 
wage rates show almost no trend—if any were calculated it would 
be slightly negative in slope. In the period 1860-80 wage rates 
increased in 11 years during which real wage rates with trend 


eliminated 
increased during 7 years, 


decreased during 4 years. 


During the same period wage rates fell during 7 years and real 
wage rates with trend eliminated 


decreased during 5 years, 
increased during 2 years. 


It is significant to note that the four years of decreased real 
wage rates with increased money wage rates included 1865, 1866 
and 1872, which were peaks or near peaks of booms. In the 
period 1880 up to the War money wage rates rose during 14 
years, and real wage rates, corrected for changes in the terms of 
trade and for trend, increased during 9 years and fell during 5. 

1 Jacob Viner, Studies in the Theory of International Trade, suggests the less 
ambiguous phrase, ‘‘ commodity terms of trade,” p. 319. 

* J. H. Clapham, An Economic History of Modern Britain, Vol. III, Epilogue, 


pp. 464-8. 
No. 191.—vou. XLvm1. FF 
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TaBLeE [? 
A 
| | Real Wage Rate Link : 
} Trend Eliminated. 
Veuw | Money Wage | Real Wage |— a —_—__—___ 
| Rate Link. Rate Link. | oe: 
Deviation from ie oan 
| | Moving Average. ies Link” 
1860-61 oo | -29 | —5-2 —41 
1861-62 +1-8 +5-0 +2-9 +3-8 
1862-63 +0-9 | +3-8 +31 +2-6 
1863-64 | +6-0 +73 | +6-7 +61 
1864-65 +1-6 | 0-0 | —Iis —1-2 
1865-66 | +48 = | —09 | —2-7 —2+1 
me | <6 | se | co = 03 
67- —0- +0-9 —0- —0-3 
1868-69 | 00 | +45 | +3-5 +3-3 
1869-70 | 423 | 426 | 41-1 +14 
1870-71 +3-8 | 42-5 | +0-7 +13 
1871-72 +5-8 +0-8 —38 —0-4 
1872-73 +6-2 | + +2-9 +3-7 
wen | tts | He | ft | ts 
1875-76 | —1-3 +15 +0-4 +0°3 
1876-77 | —0-7 | —2-9 | —4-1 —41 
1877-78 —2-0 —0-8 —1-4 —2-0 
1878-79 | —1-4 | +3-8 | +3-4 +2-6 
1879-80 | +0-7 —2-2 —2-9 —3-4 
} 
B 
Real Wage Rate Link 
Corrected for : 
| een / 
| | Terms of Trade, and Trend. 
1880-81 0-0 | +29 | +3-6 +1-9 
1881-82 +4-2 42-8 +2-2 +05 
moe | oe | age | pee | us 
o— ° | 5- | . | 2-¢ 
1884-85 —2-7 | +52 | +3-2 | +15 
1885-86 —1-4 0-0 +0-8 —0-9 
1886-87 +1-4 43-7 +3-7 | +3-0 
1887-88 42-7 42-4 +3-0 +13 
1888-89 +6-7 44-7 | 44:3 | 42-6 
1889-90 +38 | 433 | +24 | 40-7 
1890-91 0-0 | —ll —0-7 —2-4 
1891-92 | 0-0 0-0 0-0 —1-7 
1892-93 | 0-0 +2-2 +2-3 | +0-6 
1893-94 | 0-0 443 | 426 | +09 
1894-95 0-0 +2-0 | +2-0 | +0°3 
1895-96 0-0 0-0 +0°3 | —1-4 
1896-97 +12 —2-0 —1-8 —3-5 
1897-98 +36 +1-0 +1-0 —0-7 
1898-99 +23 +51 441 42-4 
+5-6 —1-0 —2-0 —3-7 


1899-1900 | 





1 Since the original series for the pre-War period are expressed only in whole 
numbers, the above figures are subject to limitations in addition to those inherent 
in the original series. 














No more can be claimed for the above series and the data 
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Table I—continued. 

















B—continued. 
Real Wage Rate Link 
— Money Wage Real Wage Corrected for : 
Rate Link. Rate Link. Terms of Trade. 
1900-01 —1-1 —1-0 —0:3 
1901-02 —2-2 —1-0 —0-2 
1902-03 0-0 —2-0 —2-1 
1903-04 —2-2 —2-0 —1-8 
1904-05 0-0 0-0 +0:5 
1905-06 +2-2 +1-0 +0:1 
1906-07 +5:5 +3-1 +3-1 
1907-08 —2-1 0-0 +1-0 
1908-09 0-0 —1-0 0-0 
1909-10 0-0 —2-0 —2°5 
1910-11 +1-1 —1-0 —1-5 
1911-12 +3-2 0-0 +0-5 
1912-13 +11 0-0 —0-7 
Cc 
Reweighted Cost 
of Living * and Terms of Trade. 
1920-21 — 3-4 +6-5 + 55 +53 
1921-22 —25-3 —7:8 —10-2 —7-9 
1922-23 — 8-2 —3-4 — 33 —2-7 
1923-24 + 1:5 +0-9 + 15 +2-4 
1924-25 + 1-7 +11 + 1-4 +2-4 
1925-26 — 0-4 +2-0 + 0-6 —0-2 
1926-27 — 0-6 +2-0 + 19 +1-8 
1927-28 — 16 —0:8 — 06 —0-1 
1928-29 — 03 +1-0 + 05 +0-4 
1929-30 — 0-4 +3-4 + 2-7 +1-1 
1930-31 — 19 +5-0 + 3-4 +0:4 
1931-32 — 19 +0-5 + 0-3 +0-8 
1932-33 — 0-7 +2-1 + 15 +0°3 
1933-34 + 0-4(+1-2) | —0-3(+0-9) | — 0-4 (+0-8) +0-1 (+1-2) 
1934-35 + 1-2 (+3-3) | —0-1 (+1-9) + 0-5 (+2-6) +1-3 (+3-5) 
1935-36 + 2-8 (+3-2) 0-0 (+0-5) 0-0 (+0-3) +1-5 (+1-8) 
1936-372 | + 3-3 —1-5 — 0-5 +0-6 























on which corrections were based than that they present a very rough approxi- 
mation to the course of events. But since the present task is to examine possible 
summaries of the movements of real and money wage rates, rather than indicate 
precise magnitudes in the amplitudes of fluctuation, the above data are certainly 
relevant. 

The first two columns of the table are the year-to-year percentage changes in 
the series of Wood, Bowley, and the Ministry of Labour (sections A, B, and C 
of the table respectively). 

For the period 1880-1900 an index of A. K. Cairncross (Home and Foreign In- 
vestment in Great Britain 1870-1914—Cambridge Thesis—Appendix, Table 19) 
for the terms of trade from “ unpublished calculations of P. K. Debenham, 
corrected for imported materials used in export ’’ was used to correct the cost- 
of-living index. Professor Bowley’s cost-of-living index was used (op. cit., 
p. 121), so that the correction for terms of trade could be applied to the food and 
clothing series separately, rather than to the whole index ; for obviously it would 
be improper to correct “‘ rent’? for changes in the terms of trade. In the cost- 
of-living index corrected for changes in the terms of trade, the food and clothing 
FF2 
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These 5 years included 1900 and 1913, which were peaks of booms.4 
On the other hand, wage rates fell in 6 years during which real 
wage rates fell 4 years and rose 2. 

Essentially similar results are obtained if instead of year-to-year 
comparisons the upswing and downswing of cycles are used as units, 
Table II shows the percentage change in wage rates, real wage rates, 
and real wage rates corrected for trend for the period 1860-1913. 

The English post-War picture is complicated by at least two 
factors: (a) The period 1926-33 was one of gradually falling 
wage rates, and hence if 1929 be considered a boom year, unlike 
preceding cycles, there was no period of rising wage rates. Wage 
reductions in this period are therefore not comparable with re- 
duced wage rates in a more “normal ”’ cyclical setting. (b) The 
period 1929-33 is usually represented as one of rapidly increasing 
real wage rates—e.g. the Ministry of Labour index shows a rise 
from 105-4 to 117-5 (1924 base). But it can be shown that a 





series are so weighted as to permit changes in the terms of trade to influence each 
series to the extent of one fourth. Thus in the corrected cost-of-living index 
the original (uncorrected) food series is weighted 45 per cent. and the corrected 
food series 15 per cent., making a total of 60 per cent., the weight Professor 
Bowley assigned to the food series. The clothing series was similarly treated. 
The proportion of the food index to be influenced by changes in the terms of 
trade (1/4) was in part based upon the ratio of “wholesale value of food sales” 
and ‘ retained imports, less exports valued at works’”’ for 1930. (Colin Clark, 
National Income and Outlay, p. 153). As a check this proportion was changed 
to 1/2 and the indices were recalculated without substantial change in the results, 
An index of the terms of trade similar to that of A. K. Cairncross was constructed 
from Statistical Tables and Charts relating to British and Foreign Trade and In- 
dustry 1854-1908, Cd. 4954, 1909, pp. 53 ff. For the period 1900-13 it was 
possible to construct an index of the ratio of all export prices to the price of 
** net imports of food, drink and tobacco ”’ from Cd. 6782, 1913. (Tables showing 
for each of the years 1900-12 the Estimated Value of the Imports and Exports of the 
United Kingdom at the Prices prevailing in 1900), p. 34. 

For the period 1920-9 I am indebted to Mr, D. H. Robertson for a “ rough” 
index of the commodity terms of trade, calculated from data in the Board of Trade 
Journal. For the years since 1929 it has been possible to correct the food series 
for changes in the ratio of all export prices to the prices of all food imports on 
the basis of data in the Economist (Trade Supplement, New Series, No. 16, April 
30, 1938). These corrections were weighted in the same way as the pre-War 
corrections described above. 

The correction for trend in the period 1880-1900 is made by the average 
moving average link in the period 1880-1900 calculated from a moving average 
for the period 1860-1900. The average link was thus not calculated after the 
correction for the terms of trade had been made. 

2 The “‘re-weighted cost-of-living”? correction and the figures in brackets in 
section C of the table are explained in the text. 

3’ The money-wage-rate link from Professor Bowley’s index was used for the 
year 1936-7 (Royal Economic Society Memorandum, No. 72, p. 19). 

4 The significance of this fact, also noted for the period 1860-80, will be ex- 
amined in Sections V and VI. 

5 J. H. Richardson, Industrial Relations in Great Britain, Second Edition, 
1938, p. 23 (International Labour Office, Series A, No. 36). 
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TaBieE II} 
Money Real Real Wage Rates : 
Years. Phase. Wage Rates. | Wage Rates. | Trend Eliminated. 
1860-62 Downswing + 18 + 1-9 —2-6 
1862-66 Upswing +13-8 +105 +62 
1866-68 Downswing — 16 — 52 —9-2 
1868-73 Upswing +19-2 +16-4 47-2 
1873-79 Downswing — 58 + 7-0 —06 
1879-83 Upswing + 2-1 | + 1:5 —3-0 
1883-86 Downswing — 08 | + 8-6 42-7 
1886-90 Upswing +10-0 | + 9-9 | +51 
1890-93 Downswing — 06 + 06 —5-0 
1893-1900 | Upswing +105 = | + 9-6 +78 
1900-04 Downswing — 33 — 70 
1904-07 Tpswing + 5-2 + 3-7 
1907-09 Downswing — 15 — $4 
1909-13 Upswing + 5-2 + 1-2 
u 











large part of this rise in real wage rates arises from a fall in the 
cost-of-living index which does not correctly show the change in 
the “effective” cost of living. Inaccurate weighting of the cost- 
of-living index results in an undue rise in real wage rates from 
1929 to 1933, and, further, in the period after 1933 an undue fall, 
though of a much smaller magnitude.” If the cost-of-living index 
were more accurately weighted, the rise in money wage rates 
after 1933 would be more closely correlated with comparable 
movements in earlier cycles (see Table I C). 

From 1929 to 1933 the five main groupings in the Ministry of 
Labour cost-of-living index moved as follows :* 


Food 154-120 (—22%) 
Rent 152-5-156 (+ 2%) 
Clothing 218-184 (— 16%) 
Fuel, light 171-170 (—0-6%) 
Other items 180-172-5 (— 4%) 
All Items 164-140 (— 15%) 


1 The table is based on the data of George H. Wood, op. cit., and the trend was 
eliminated by a nine-year moving average. For a convenient source see Layton 
and Crowther, op. cit., Appendix E. It is to be noted that only the period 
1879-86 shows any marked disagreement with the notion of a correspondence in 
movement of real and money wage rates in the cyclical setting. The scheme of 
years is in large part based on Dorothy S. Thomas, “‘ An Index of British Business 
Cycles,” Journal of the American Statistical Association, March 1926. 

* The Economist, May 14, 1938, p. 343, shows a rise of real wage rates from 
104 to 116 between 1929 and 1933 and a fall to 113-5 in 1937 (1924 base). Not 
only is no account taken of a possible correction in the cost of living, but, more 
seriously, the index of Mr. Ramsbottom (op. cit.) is used, which gives real wage 
tates as of January Ist of each year. These figures are then assumed to be 
valid for the whole period (comparable to yearly averages), which is certainly 
not permissible, as Table I C indicates. 

* Twenty-Second Abstract of Labour Statistics of the United Kingdom (1922-36) 
pp. 124-5, July 1914, equals 100. 
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As is well known, the weighting attached to food is 60 per cent. of 
the total.1_ There is considerable evidence to show that this 
figure is much too high, certainly for the post-War period under 
consideration. Thus Professsor Bowley suggests in effect? a 
figure of 44-5 per cent., while data based on the Merseyside study * 
varies between 42 per cent. and 44 per cent., depending, of course, 
on the amount of income. These figures applied to working- 
class families with incomes between £2 lls. and £3 17s. per week.4 
In correcting the cost-of-living index a rough estimate of 45 per 
cent. was taken as a more proper weight for food, and the re- 
maining 55 per cent. allocated as follows: rent 16 per cent.,5 
clothing 12 per cent., fuel and light 8 per cent., and other items 
19 per cent. Weighting food but 40 per cent. results in a rise in 
real wage rates in both 1935 and 1936. 

The figures in brackets in Table I C represent results from intro- 
ducing “effective” wage rates which take into consideration the 
rise in piece-rate earnings due to improved technical conditions 
in industry. The estimates are those of Professor Bowley ® based 
on the Wage Census of 1935, and include the increase in overtime 
in this period, which properly should not be included for changes 
in wage rates. This exaggeration, however, may be largely 
compensated by the shift to higher-paid jobs in industry as a whole 
or in particular industries (which has been excluded from the 
estimates).” 

Taking the post-War period as a unit and correcting the cost 
of living for changes in the terms of trade, and re-weighting the 
food series, indicates that of 6 years of rising wage rates real 
wage rates rose all 6. Of the 11 years of falling wage rates 


1 Ministry of Labour, The Cost-of-Living Index Number, Method of Compila- 
tion, 1932. 

* Op. cit., p. 38. 

3 G. Harrison and F. C. Mitchell, The Home Market, p. 95; Survey of Merseyside, 
Vol. I, pp. 226-8. 

4 For further reference on this point : John Boyd Orr, Food, Health and Income, 
Report on a Survey of Adequacy of Diet in Relation to Income, 1936, pp. 20-2 
and Appendix V; R. G. D. Allen and A. L. Bowley, Family Expenditure, A Study 
of its Variation, 1935, pp. 31-58; C. C. Zimmerman, Consumption and Standards 
of Living, Chapter IV; and Bulletin de L’Institut International de Statistique, 
1937, Tome X XIX, 3éme Livraison, pp. 226-7. 

5 H. W. Singer, “‘ Income and Rent : A Study of Family Expenditure,” The 
Review of Economic Studies, Feb. 1937. 

& Op. cit., pp. 18 and 30; Appendix B. 

7 If one could ascertain the extent of under-cutting, demotion, postponed 
promotion, substitution of lower-paid workers for higher-paid, etc., real wage 
rates would probably not have risen (after considering the other corrections) 
between 1931 and 1933. The converse of these practices would have resulted in 
a greater increase in real wage rates after 1933. 
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7 were years of rising real wage rates and 4 of falling real wage 
rates. It should, however, be remembered that 3 of these 7 years 
were in the period 1926-30, and all but 1 in the period 1926-33, 
when on the average wage rates fell by less than 1 per cent. per 
year.? 

' The English experience may, then, be summarised: Jn- 
creases in wage rates have usually been associated with increased 
real wage rates, while decreases in wage rates have equally often been 
associated with a rise or fall in real wage rates.2* This central ten- 
dency holds true when corrections have been made for changes in 
the terms of trade * and trend eliminated. 


II 


Since a qualitative examination inevitably places a premium 
on personal interest, it is well to indicate briefly the scope of the 
material covered in arriving at the conclusions of these sections 
dealing with trade-union policy. The main types of sources were : 
monthly or quarterly and annual reports of trade unions and 
federations of unions, newspapers recognised as organs of parti- 
cular groups of workers or wage-earners in general (Cotton Factory 
Times and the Daily Herald), files of trade-union agreements, 
arguments and evidence submitted to employers during wage 
negotiations or to arbitrators, minutes of such negotiation pro- 
ceedings, and evidence taken at Government inquiries dealing 
with trade unions, such as that of 1867. The period since 1900 
was regarded as especially important, though the earlier period 
was not neglected. A series of interviews with the General 
Secretaries and lesser officials of some thirty trade unions and 
federations provided an opportunity to discuss specific issues of 


1 Colin Clark, op. cit., p. 208, shows that “real income per person in work 
home produced ”’ increased each year—except 1926—from 1924 to 1930 and fell 
in 1931. During 1932 the index remained practically unchanged, and has since 
risen. His corrections for the terms of trade yield essentially similar results. 

? These results do not deny the usually assumed lag in real wage rates at the 
start of an upswing movement, but they do indicate that, with notable exceptions, 
when the data are expressed in yearly averages the lag is not usually apparent. 

§ Similar calculations have been made for New Zealand, Australia, Sweden, 
France, and Germany—without corrections for the terms of trade—and these 
results seem to be confirmed. Further inquiry along these lines would be en- 
lightening. 

What is known of the movements of real and money wage rates during pre- 
and early capitalist times seems to indicate that their relative movements have 
not greatly changed. For instance, Earl J. Hamilton, Money, Prices and Wages 
in Valencia, Aragon and Navarre, 1315-1500, pp. 74-6. 

* Only one of two possible effects of changes in the terms of trade was con- 
sidered. 
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wage-rate policy. The aim was to discover, if possible, certain 
central tendencies in trade-union wage policy and some indication 
of the deviation from these tendencies.’ The thesis of this section, 
which examines trade-union attitude towards wage-rate changes, 
is that the statistical results observed in Section I would have 
been expected in view of trade-union attitudes. The term “ trade 
union ”’ is apt to be ambiguous, for it combines the viewpoints of 
the rank and file and the officialdom. It is therefore a step in 
direction of clarity to remember that the leadership must con- 
stantly consider a dual effect: the effect of any action on the 
membership and on the employers, and to some extent on the 
Government, press, and on public opinion. 

It can be affirmed without much qualification that the trade- 
union leadership resists money-wage reductions—to the point of 
strike—‘‘ whenever possible.””’ There seem to be two fundamental 
reasons for this policy: (1) Money-wage reductions have the ten- 
dency to spread. The “infection ”’ is feared, for it may spread 
from individual to individual, from women workers to men, 
from plant to plant, district to district, industry to industry, or 
even from country to country. It may also spread in another 
sense. Once a cut has been imposed, the employer may find it 
easier to impose another. Thus, when a proposal was made 
by a company to reduce wage rates 2d. per cut, the men replied : 


“Tf we accepted the twopenny reduction, the masters 
would no doubt say, ‘Oh, they accepted a twopenny re- 
duction as quietly as possible, and they fetched it up in 
production by weaving all the more in a week, and we will 


go in for threepence.’ ”’ 2 


(2) There is great difficulty in securing the restoration of cuts when 
trade has improved. Increases are never voluntarily offered in 


1 Such quotations as are used in these sections are not to be regarded as proof 
of the argument, but rather as illustrations of central tendencies. 

2 Cotton Factory Times, April 3, 1885, page 6, col. 3. The following varied 
references stress the “ spreading”’’ character of wage reductions. A Report of 
the Proceedings of a Delegate Meeting of the Operative Spinners of England, Ireland 
and Scotland, Assembled at Ramsay, Isle of Man, etc., 1829. “‘ What was the object 
they hoped to attain? Simply to prevent any further depreciation of the value of 
their only property, their labour,’’ p. 6; Testimony of the Secretary of the Amal- 
gamated Society of Engineers, Mr. Allen, First Report of the Commissioners ap- 
pointed to inquire into the organisation and rules of Trades Unions and Other 
Associations, Minutes of Evidence, British Parliamentary Papers, Vol. XXXII, 
1867, p. 39, No. 912; National Society of Painters, Monthly Journal, Vol. 2, No. 3, 
Nov. 1922, p. 7; Letter on behalf of the Parliamentary Committee to “the 
officers and members of affiliated organisations,” Fifty-Third Annual Report, 
Trades Union Congress, 1921, p. 176; Wages and the Hours of Labour, Labour’s 
Reply to the Attack on Labour Standards, Dec. 12, 1921, Fifty-Fourth Annual 


Report, Trades Union Congress, 1922, p. 137. 
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the trade-union point of view, and pressure must therefore be 
continually exerted to prevent all reductions. A strong position 
against wage reductions during a depression may eliminate what 
would otherwise be two conflicts: an unsuccessful opposition to 
the reduction—for some resistance is demanded by the “ politics ”’ 
of trade-union organisation—and a later struggle for the restor- 
ation. Better one fight than two. 

In addition to these two “‘ fundamental ”’ reasons, there are 
certain common attempts at argumentative demonstration de- 
signed to impress the employers, the general public and to rouse 
the membership of the unions. Of course any argument that 
supports the case is used, but these three are most commonly 
employed. (a) It is most frequently argued that a cut in wage 
rates reduces “ purchasing power,” and therefore leaves the 
employer and the community (shopkeepers are frequently men- 
tioned) in just as bad, if not a worse situation. The purchasing- 
power argument may be found in many degrees of refinement, 
and is of very long standing. The following argument and 
“refutation ’’ one finds in a letter written by an employer to a 
Member of Parliament in 1739. 

“ Another argument against lowering wages is, that the 
poor hereby would be uncapable to make such great con- 
sumption of Provisions, and the Necessaries of Life ; whereby 
Lands would sink in their: value, Farmers break, and the 
landed Gentlemen be reduced. 

It will be very evident, from the following arguments, that 
these objections are the objections of Theorists only in trade, 
who were never concerned’d in Manufacturers; or at least 
never closely examin’d the internal Springs, wheels and 
Movement of Trade.” }? 

(b) It is argued that wage reductions have never been of any 
benefit to either the employer or working men, for they have not 
increased the volume ofemployment. The appeal is to the history 
of reductions of wage rates in the industry.’ 


1 Philalethes, The Case as it Now Stands, between the Clothiers, Weavers, and 
other Manufacturers, with Regard to the Late Riot, in the County of Wilts, 1739, 
p. 41. 

* From a very large number of possible references the following are especially 
interesting: Mr. Pugh, summarising a deputation to the Government, Fifty- 
Eighth Annual Report, Trades Union Congress, 1926, p. 122; Joint Internationals 
Resolution on Unemployment and the Economic Crisis, International Federation 
of Trade Union Executive Committee co-operating with the Labour and Socialist 
International, Jan. 21, 22, 1931; Speech of Cobden in the House of Commons, 
1843, quoted in Amalgamated Engineers Monthly Journal, No. 44, Aug. 1908; etc. 

3 Twenty-Seventh Annual Report, Shipconstructive and Shipwrights’ Associa- 
tion, for the year ending Dec. 1908, p. vii; The Operative Builder Vol. 2, No. 3, 
June 1923, p. 50; Cotton Factory Times, April 8, 1910, col. 1, p. 1. 
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(c) Finally, it is argued that other costs should be reduced rather 
than wage rates. Sometimes this argument takes the form of 
insisting upon ‘ wide-sweeping changes” in industry which 
would obviate any necessity for wage reductions. 


“Even if employers could prove that reduced wages and 
increased hours would lead to industrial prosperity, we 
would still be opposed to the suggestion that the worker’s 
standard of life should be lowered as the only way to secure 
this objective.” + 


Reference is then made to the detrimental influence on prosperity 
of inflated profits, land monopoly, lack of co-ordination, etc.? 
To turn to the wage-rate advance side of the story, the most 
general proposition would be something like this: Trade-union 
leaders have asked for advances as soon as and for as much as 
they have felt they had a reasonable chance of success, or in 
some few instances before this as a matter of tactics. The argu- 
ments most frequently advanced, in addition to the practically 
important one that wages were “temporarily ’’ cut, and should 
therefore be restored, include : (a) The cost of living has gone up 
and an advance in wage rates is therefore justified. The precise 
amount of the advance requested is considerably more than the 
cost of living, and is justified on other grounds, such as those to 
follow. If the cost of living has shown no significant change, the 
argument may be modified to the effect that the “standard of 
life’ of the wage-earner is too low, and this in turn may be 
supported by the “ purchasing power” argument. The impor- 
tance of the cost of living in wage-rate negotiations is the subject- 
matter of Section III. (b) The advance requested can be paid— 
this must always be said—from the existing state of profits, or 
from that which can be reasonably expected in the near future. 
The argument usually takes the form of indicating that “ things 
are better,” and therefore the wage-earners should share in the 
improved position of the industry. (c) Technical changes have 
imposed increased responsibilities and an increased nervous strain 
1 “ Labour’s Reply to the Attack on Labour Standards,” op. cit., p. 141; 
National Union of Boot and Shoe Operatives, Monthly Report, Feb. 1931, p. 80; 
Mr. Marchbank in evidence to the Nat onal Wages Board, Jan.—Feb. 1931, 
Minutes of Proceedings, Vol. I, pp. 16 ff.; ‘‘ Reservation by Sir T. Allen and 
Mr. Bevin,’’ Report, Committee on Finance and Industry, 1931. Cmd. 3897 ; Report 
by a Court of Inquiry concerning the Matters in Dispute regarding Wages in the 


Northern Counties Wool Textile Industry, Cmd, 3505, 1930, pp. 19 ff. 
2 For instances where trade unions have advocated the restriction of output : 


Sidney and Beatrice Webb, Industrial Democracy, p. 443-51. 
3 Compare the small rise in the wage rate index for 1934 with the large number 


of applications for advances filed. 
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upon the employees. This justifies the demand for increased 
compensation. The widespread use of this argument is not 
usually appreciated. (d) Finally it is argued that advances have 
been secured in other occupations requiring about the same 
degree of skill. 

This asymmetry ! in wage-rate policy is of importance in inter- 
preting the statistical results of Section I. In so far as the policy 
of “no reductions ’’ was successful, one would expect a rise in 
real wage rates with a fall in the cost of living at the outset of the 
depression. This policy seems to have been successful until a 
phase of the depression is reached when great pressure is charac- 
teristically brought to bear by employers against wage rates. 
Then real wage rates might be expected to fall. In addition to 
trade-union resistance to wage reductions, certain institutional 
factors inherent in the act of bargaining are important in ac- 
counting for the rise in the real wage rates, particularly during 
the first years of the downswing. Four seem of special import- 
ance: the existence of agreements which must expire—where 
agreements have no fixed date of expiration a certain period of 
“notice” is required, the requirement that some time must 
elapse to demonstrate that the downturn is not temporary ; the 
fact that negotiation proceedings, especially if followed by 
arbitration, take considerable time; and finally, as a result of 
bargaining, the decrease in wage rates may be made effective at 
some date in the future (rather than at once), or several small 
reductions may be staggered over as much as six months. The 
converse of these factors would seem adequate to explain the 
cases of fall in real wage rates at the start of the upswing. 


Ill 


It has sometimes been thought that trade-union policy was 
relatively unconcerned with changes in the cost of living, as at- 
tention was exclusively devoted to the money wage rate. Thus 
Mr. Keynes has extolled the wisdom of trade unionists resisting 


' Asa matter of historical interest this asymmetry is to be noted in the articles 
of the Grand National Consolidated Trades’ Union 1834. ‘“ That no strike or 
turn out for an advance of wages shall be made by any Lodge in the Consolidated 
Union without the consent of the Executive Council ; but in all cases of a reduction 
of wages, the Central Committee of the District shall have the power of deciding 
whether a strike shall or shall not take place. . . .”’ Abstract of the proceedings 
of a Special Meeting of Trades’ Union Delegates, held in London on 13th-19th of 
February 1834, to which is added the Preliminary Articles of the Grand National 
Consolidated Trades’ Union, etc., p. 18-19. This policy was formulated in part 
to prevent indiscriminate calling of strikes and use of strike benefit. For a 
discussion of this point see the 1829 meeting of the Operative Spinners, op. cit. 
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reductions in money wage rates, though submitting to cuts in 
real wage rates through a rise in the price of wage goods.!_ For 
this policy they are adjudged “instinctively more reasonable 
economists than the classical school.’’ Against this point of 
view two objections are here raised : (a) A fair test of trade-union 
sentiment would arise only once a year, or more accurately only 
during the period in which the wage agreement was under dis- 
cussion. If during the rest of the year wage-earners seem only 
concerned that the prescribed wage rate is paid, it does not follow 
that they regard the money wage rate as the more “ important ” 
element, or even that they “ stipulate (within limits) for a money 
rather than a real wage.”’? (b) Concentrating attention on such 
periods of negotiation, it can be shown as a matter of fact that 
trade unions have attached very much importance to changes in 
the cost of living in their argument. The argument is human: 
it finds favour with the press,* it is useful and effective in generat- 
ing the support of the membership and those in the trade outside 
the union, and the basic data are supplied by the Government 
(as contrasted to profits-data furnished by the employers). 

A detailed study of negotiations indicates that, with but one 
qualification, trade unions have been as willing to strike for 
advances in wage rates when the cost of living has risen by more 
than a “small” amount as to strike for the maintainance of a 
wage rate when threatened with a reduction. This “central 
tendency ” of an empirical survey of wage negotiations has been 


1 Op. cit. p. 14. Professor Pigou, Industrial Fluctuations, 2nd. ed., p. 308, 
had stressed the fact that wage-earners tend to “‘ think in gold.” 

2 Op. cit. p. 14. Whenever Mr. Keynes suggests the possibility of a “‘ choice” 
between real wage rates and money rates, he is always careful to qualify this as 
“within a certain range.” To talk of such a “ choice ’’ is of course elliptical, for 
the issue is the limits within which changes in the cost of living are “‘ significant ” 
for wage-rate negotiations. The difference with Mr. Keynes is over the width of 
such limits. As indicated in the text and note 3, the limits seem to me “‘ narrow.” 
Mr Keynes seems to regard them as “ wide,’’ for the classical assumption that 
“no significant change”’ results from ‘‘a demand of labour for a minimum 
money wage and not a minimum real wage ”’ is dismissed as simply “ not so.” 

* A comparison of the minutes of negotiation with press reports indicates the 
importance of this ‘‘ human ’”’ element. 

4 “*Small’’ changes in the cost of living are neglected in the process of bargain- 
ing. To more realistically interpret the term “ small’’ substitute a 5 per cent. 
change. Thus most cost-of-living sliding-scales called for changes of wage rates with 
even a smaller change. Such “ small’’ changes may be thought to be temporary, 
or indistinguishable from seasonal fluctuations. 

Mr. Keynes has correctly argued that trade unions will resist the slightest 
variation of money wage rates. But money-wage reductions, even extremely 
small ones, are regarded as the thin edge of the wedge which may lead to further 
reductions. Such is certainly not the character of a small reduction in real wage 
rates brought about by the rise in the price of wage goods. 
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strengthened in the post-War period. The War focused attention 
on the cost of living at the very start, for in the first eight days of 
August 1914 the price of foods rose “ between 15 and 16 per cent.”’ 
The concern with the cost of living during the war, coupled with 
the publication of a complete “ cost-of-living ” index, resulted in 
the adoption of cost-of-living sliding scales which at one time 
covered as many as three million wage-earners. While most of 
these have been abandoned under “ stop ”’ provisions,” this con- 
ditioning is a vital force in negotiations to-day. It is especially 
important in setting minimum advances that will be accepted. 

It should not be inferred, however, that prior to the War 
cost-of-living changes were unimportant in wage-rate negotiations. 
A cost-of-living sliding-scale was in operation among the Post- 
Office workers, and such scales had been talked of even before the 
appearance of the Board of Trade series of food prices. Marshall 
described in detail how such a scheme should work.’ In the 
Minutes of Evidence of the Inquiry of 1867 there is considerable 
evidence of the importance of changes in the “‘ cost of provisions.” 
Thus the Secretary of the Friendly Society of Operative Masons 
testified : 

Q. “ Why did they ask for an increase of wages ? 

A. “ They thought that through the advance in the price 
of provisions, cottage rent, and so on, to which they had been 
liable, they were entitled to it ; that was the reason for the 
strike.” 4 

But this central tendency is not without its dispersion. The 
most important exceptions seem to be the case of the cotton 
industry (especially the spinning section),> the iron and steel 
industry, which operates under selling-price sliding-scales, to 
some extent coal, and in general some of the most highly paid 
wage-earners,® or those on salaries. 


1 Board of Trade Labour Gazette, Sept. 1914, p. 323. 

2 It may be logically objected that if trade unions argue for further advances 
on the grounds that the cost of living has increased, then real wage rates must 
have fallen in contradiction to the statistical results. But this is not valid when 
wage rates increase more than the cost of living from year to year and real wage 
rates are measured in yearly averages instead of at the two dates of bargaining. 

3 Preface to Industrial Peace, 1887, by L. L. Price, pp. xx—xxi. 

* Minutes of Evidence, op. cit., p.48, No. 1192. Similar views are expressed by 
others : p. 87, No. 2429, and p. 57, No. 1427. 

5 Cotton Factory Times, April 4, 1890. Reports always showed the variation 
in “ margins’ in one column and the variation in wage rates, from list prices, 
in the next. Thomas Ashton’s 1906 report contains a record of the preceding 
forty years. 

* In the Wool Industry higher-paid workers were given a lower percentage 
increase with a given rise in the cost-of-living index under a sliding-scale agree- 
ment. Ministry of Labour, Report by a Board of Inquiry, op. cit., p. 7. 
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An examination of wage negotiations shows that changes 
in the cost of living have been an important argument in advo- 
cating for wage advances. But how important have these changes 
“really” been in determining trade-union policy? If to such 
an exceedingly complex problem in social motivation each person 
were entitled to one guess, mine would be that the cost of living 
has been less important than a survey of wage negotiations 
would indicate, but considerably more important than Mr, 
Keynes’ position would admit. 


IV 


In addition to trade-union policy there are certain factors 
from the employer’s point of view which make for a rise in real 
wage rates with an initial fall in the cost of living. They may be 
conveniently divided into two groups: (a@) those in which the 
employer’s decision is predominately influenced by the attitude 
of his working-men towards a proposed cut, (b) those in which 
the wage-earners attitudes are relatively unimportant. If wage- 
earners have shown, or are apt to show, violent dissatisfaction with 
a cut in wage rates, the employer may decide to maintain rates— 
or reduce them only slightly—in order to maintain or gain the good- 
will of particular wage-earners or a reputation among competing 
firms. Thus a part of the wage bill is chargeable to a sort of 
advertising or investment. (1) The “extra wages”’ may be 
strictly advertising. If a considerable proportion of sales are 
to working-class people, an employer may further advertise that 
he is a “good” employer, and thereby actually shift his in- 
dividual demand curve to the right, at the expense of competitors. 
(2) The employer may judge the decrease in wage rates possible 
—in view of trade-union strength—to be not worth the loss in 
‘“‘ morale ” which would have an adverse effect on output. Wage- 
earners may be less careful, or may even curtail their rate of 
effort deliberately. 


“Employers have to realise that workmen are human 
beings, and when these unjustified attacks are made for the 
wholesale cutting down of wages, their attention is directed 
to some form of retaliation, and ‘ ca’ canny ’ is the first one 
that appeals to the workmen as the most effective instrument 
to his hand.” } 


The opposite effect is possible under piece-rate schemes. (3) The 
extra wages may be regarded as an investment in a more efficient 





1 National Society of Painters, Monthly Journal, No. 6, Feb. 1922. 
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working force for the future, by preserving a group of working- 
men intact in the present. (4) The wage-earners may be so deter- 
mined against a reduction that the employer regards a strike in- 
evitable if he reduces wage rates. The strike might well result in 
greater ‘loss’ than the maintenance of the present wage scales. 
At other times employers may feel that a complete shut down 
would be “ cheaper ” than maintaining output at a low level even 
at reduced wage scales. 

There are other factors, apart from trade-union and employee 
attitudes, which may lead employers to adopt a policy of ‘‘ more 
stable’ wage rates. (1) The organisation of the industry may 
be a determining factor. A reduction of wages in one firm may 
tend to make easier a reduction of prices elsewhere in the in- 
dustry, as the wage reductions spread. Dr. J. K. Galbraith } and 
others have shown that there are many reasons why a manu- 
facturer, especially in an industry with a few firms, may prefer 
a policy of stable prices; and to the extent that wage reductions 
tend to spread and exert a downward pressure on price, these 
wage reductions may be forgone.” Reduced wage rates need not, 
of course, lead to price-cutting, but such reductions will exert a 
pressure in that direction on price. (2) With falling employment 
the least efficient workmen may be thrown out of work and thus 
reduce the per-unit cost of output. This may be effective in 
industries where overhead charges are a small proportion of 
total costs. In so far as plants are working above the “‘ optimum 
output ” per unit of prime factor, a fall in output will similarly 
reduce the slope of the marginal cost curve. Such reductions in 
cost may relieve the downward pressure on wage rates, at least 
temporarily. (3) The existence of wage contracts and agree- 
ments which run for a period of years have a tendency to reduce 
the frequency and amplitude of wage-rate changes. For instance, 
the famous Brooklands agreement of 1893 in the cotton industry 

1“ Monopoly Power and Price Rigidities,’”’ Quarterly Journal of Economics, 
Vol. L, May 1936; Robert F. Burns, The Decline of Competition; Refus 8. Tucker, 
“Reasons for Price Rigidity,’ American Economic Review, March 1938; T. H. 
Sileock, ‘‘Some Problems of Price Maintenance,’ Economic Journal, March 
1938, 

2“ the forces which impel producers to raise prices are more effective 
than those which impel them to reduce them; and this not merely owing to the 
fear which every seller has of spoiling his market, but mainly because an in- 
crease of profits secured by means of a cut in price is obtained at the cost of the 
competing firms, and consequently it impels them to take such defensive action 
as to jeopardise the greater profits secured... .’’ P. Sraffa, “‘ The Laws of 
Returns under Competitive Conditions,”’ p. 548, Economic JournaL, 1926. 


% National Industrial Conference Board, Salary and Wage Policy in the De- 
pression, 1932, pp. 4-5. 
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provided that wage rates were subject to revision only once a year, 
but at that time for no more than 5 per cent. from list prices. 

Two other factors are of some importance, though on a slightly 
different plane. (1) Employers may actually fail to reduce wage 
rates in the conviction that a ‘“ high-wage ”’ philosophy is most 
appropriate to their own best interests. Professor Ohlin? has 
indicated the importance of this factor in America. A Govern- 
ment may lend moral authority to such a doctrine and exert 
pressure on employers to maintain wage rates. (2) Since almost 
every depression in business is regarded at the outset as tem- 
porary, the pressure against wage rates is not normally great at the 
outset. The notion that “ prosperity is just around the corner ” 
dies hard ; it will then take time for the view to spread that the 
depression is apt to continue for some time and “‘ wage rates must 
come down.” A serious reduction in wage rates may thus be 
postponed for a long time after the peak of the cycle. 


V 


In Section I real wage rates were found to increase with 
wage rates, with certain exceptions. ‘These tended to be, though 
not always, the peak years of booms.” This brief section is con- 
cerned with one implication of these exceptions. 

The cost-of-living index can be divided into three groups of 
items, depending on how fast and far they move during the 
course of the cycle. First there are those which move very little, 
or not at all: tobacco, transportation, movies, newspapers, beer, 
postage,etc. The remaining items can be divided into a flexible and 
a semi-rigid grouping. Foods in general are typical of the first, while 
fuel and luxury items, as well as clothing, would be typical of the 
latter. Any such system of classification can of course only be 
roughly applied. There are undoubtedly many “ branded ”’ foods 
which would be more appropriately classified as semi-rigid. 

Soon after an upswing in business activity, the flexible items 
in the cost of living start to rise, or such a rise may be associated 
with the upswing. Very shortly wage rates rise fast enough to 
more than offset the weighted effect of this rise in the flexible 
items. As the peak is approached, not only do the flexible items 
rise with an accelerating rate, but the semi-rigid items also 
increase. A race develops, as it were, between the cost of living 
and wage rates. On most occasions, though not always, the cost- 
of-living index outran wage rates just at the top of the boom. 


1 Index, Supplement, Oct. 1937. 
2 Every boom period does not show this phenomenon. 
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But the fact that real wage rates rise with increased wage rates 
does not mean, as might be implied, that wage rates are therefore 
less “ rigid ” than prices. It is important to distinguish between 
the various types of prices which make up the cost-of-living 
index.* 
VI 

Thus far no attempt has been made to examine the formal 
argument that lies behind Mr. Keynes’ conclusion to the effect 
that real and money wage rates move in opposite direction. 
The argument seems to run in terms of three factors : 2 (a) Money 
wage rates are regarded as a function of trade-union strength, 
which in turn is a function of employment, so that an increase in 
employment leads to an increase in wage rates.2 (b) With given 
equipment and technique an increase in employment must result 
in a fallin the real output per unit of labour, for industry is nor- 
mally working subject to increasing cost. (c) An increase in 
output is associated not only with increased profits, but also a 
shift to profits. Putting these factors together, Mr. Keynes’ 
picture of the upswing would be something like this : employment 
increases, and therefore money wage rates rise, while real wage 
rates must fall due to rising cost curves and the shift to profits. 

In the light of the results of previous sections, it would seem that 
this ‘‘ model ”’ cannot be directly 4 applied to the interpretation 
of the movement of real and money wage rates. Either certain or 
all of the factors which make up the argument are of little import- 
ance, or other factors working in a direction opposite to the effect 
of the assumptions result in a rise in real wage rates with increased 
wage rates. In my view both possibilities are significant : i.e. two 
of the three factors have important qualifications and two ad- 


1 


“r is usually greater than — 
w, 


1 On the upswing = . S : J where w, and w, are 
r 





money wage rates and price of wage goods, respectively. But w, is not all 
prices, but only that weighted group of prices which is called the “ cost of 
living.” 

* The model assumes conditions of perfect competition, given technology, and 
the frame of reference is the “short period.” : 

* Mr. Keynes often suggests that an increase in wage rates (with employment 
unchanged) results in acorresponding rise in price, leaving real wagerates unchanged 
(p. 12). It should be pointed out that this is impossible in the same analytical 
system in which wage rates are an increasing function of employment, for a rise in 
wage rates (with increased employment and rising cost curves) must be associated 
with a fall in real wage rates. 

* Of course no “‘ model ’’ can be directly applied. Professor Parsons has well 
said, “ in the social field most available statistical information is on a level which 
cannot be made to fit directly into the categories of analytical theory.” The 
Structure of Social Action, p. 328n. But there are better and worse fits. 

No. 191.—vou. xtvm. GG 

















432 THE ECONOMIC JOURNAL [SEPT, 


= 


ditional factors need emphasis. (1) The relation between wage 
rates and employment is sometimes stated in terms of a critical 
level of employment at which wage rates rise... A detailed 
statistical study of wage-rate changes and levels of employment 
in industry as a whole or specific industries shows that this 
version cannot be accepted. In the post-War English experience, 
for instance, wage rates have risen or fallen (almost equally often) 
at relatively low levels of unemployment.. While changes in 
employment are more closely associated with changes in wage 
rates, important deviations remain. There seems to be no simple 
relation—and especially of a causal nature—adequate to sum- 
marise the two movements without very wide margins of error. 
(b) The extent to which cost curves are rising, except at the very 
peak of the boom, has probably been over-emphasised in view 
of the presence of excess capacity in many industries.” Mr. 
Kalecki has recently taken a similar position : “‘ The short-period 
marginal cost curve does not differ considerably in the majority 
of enterprises from the short-period average cost curve of manual 
labour and raw materials—up to a certain point (where full 
employment .. . is reached).’’* The fact of falling real wage 
rates at the peak of a number of booms, observed earlier, can be 
partially explained in terms of rising cost curves and bottle-necks. 
Mr. Kalecki’s point of view here is part of a thesis about the 
“ degree of monopoly,” which is the first of the additional factors 
to be considered. (c) Removing Mr. Keynes’ assumption of 
perfect competition is more significant than either of the previous 
two factors in accounting for the observed results. A number 
of factors combine to make for an increase in the “ degree of 
monopoly ” 4 during the depression and a decrease during the 
boom. With “ rigid prices ” in many sectors of the economy, a 
rise in wage rates during the upswing tends to reduce the “ degree 
of monopoly.” It is argued that the liquidation of cartel organi- 
sations® and the disappearance of fear of retaliation for not 


1 Joan Robinson, Essays in the Theory of Employment, pp. 7-9, and 
J. W.F. Rowe, Wages in Theory and Practice, p. 10. 

? When bottle-necks are reached fairly early in the upswing, a small rise in 
wage rates may be sufficient to ‘“ break through ”’ the bottle-neck and shift the 
cost curves to the right. As the boom develops the shift to the right with each 
increase in wage rates may be regarded as smaller, until a stationary point is 
approximated and the curves tend to be vertical. 

3M. Kalecki, ‘“‘ The Determinants of Distribution of the National Income,” 
Econometrica, April 1938, p. 102. 

4 A. P. Lerner, “‘ The Concept of Monopoly and the Measurement of Monopoly 
Power,”’ Review ef Economic Studies, June 1934. 

5 M. Kalecki, ibid., pp. 110-12. 
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following a price leader * make for similar results. This fall in the 
“degree of monopoly” results in a shift of income to wage 
earners and a higher average propensity to consume for the 
community, which results in an increased output (as compared 
to a situation where the degree of monopoly was unchanged) 
and a rise in real wage rates. (d) A second factor is a cyclical 
swing in productivity which is not eliminated by removing the 
trend from the movement of real wage rates. This arises from 
(1) The introduction of new equipment and the decisions to build 
new plant in the early phase of the upswing will not result in 
increased output from these plants and new equipment until 
later in the upswing movement. (2) Both existing plant and 
new plant completed during the early phases of the upswing may 
require conditions of relatively full utilisation of capacity to 
provide maximum real returns per unit of prime factor. 

These two additional factors introduced to explain the statis- 
tical results and the statistical results themselves have a far 
wider frame of reference than the General Theory. In fact, the 
notion that real and money wage rates move in opposite directions 
on the upswing is “ an important point of agreement ’’ between 
Mr. Keynes and the “ classical economists.” Both argue that 
under perfect competition “ with a given organisation, equipment 
and technique, real wages and the volume of output—and hence 
of employment—are uniquely correlated, so that in general an 
increase in employment can only occur to the accompaniment 
of a decline in the rate of real wages” (p. 17). With the argu- 
ment so qualified there is no formal disagreement, for this is 
“simply the obverse of the familiar proposition that industry is 
normally working subject to decreasing returns in the short 
period. ...” The disagreement arises in directly assuming the 
statement valid for the actual economic system regardless of the 
qualifications (“given organisation, equipment and technique,” 
“perfect competition,” and no excess capacity). Precisely be- 
cause of changes in organisation, equipment, and technique and 
changes in the degree of monopoly, real and money wage rates 
have apparently moved together on the upswing. Practically 
this implies, as contrasted to the implication of both “ classical 
economics ’’ and the General Theory, that wage rates may rise 
without a fall, and with a rise in real wage rates. 

This analysis does not deny the importance of increased 
profits during the upswing. Such profits are largely accounted for 

? Moses Abramovitz, ‘‘ Monopolistic Selling in a Changing Economy,” Quarterly 


Journal of Economics, Feb. 1938, pp. 203-7. 
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by an increased volume of output. But even an increase in the 
proportion of the national income going to profits does not neces- 
sarily imply that the proportion going to wage-earners must fall. 
Fixed-income groups? (salaried workers and rentiers) may bear 
the brunt of both increases in so far as the increases are not 
accounted for by a fall in the degree of monopoly and cyclical 
changes in productivity. 

The results of this paper may now be summarised in a series 
of three propositions : 

(1) Statistically, real wage rates generally rise with an increase 
in wage rates, rise during a first period after the peak, and then 
fall under the pressure of severe wage reductions.? Correcting 
for changes in the terms of trade* or for trend does not materially 
alter these results. 

(2) On an institutional level of analysis, trade-union wage-rate 
policy and certain aspects of employer policy tend to make for 
the statistical results just observed. 

(3) The rise in real wage rates with increased wage rates suggests 
a “ model ” which includes changes in the “ degree of monopoly ” 
and in the effective utilisation of plant and equipment. Such 
a model would minimise the importance of rising cost curves, 
except at the very peak of the boom, and the simple direct 


relation between wage rates and employment. 
Joun T. Duntop 


Cambridge. 


1 Colin Clark, op. cit., p. 94, and Simon Kuznets, National Income and Capital 
Formation, 1919-36, p. 25, would seem to confirm the view here developed. 

2 Every slump does not show this order of wage changes. 

3 Only one of two possible effects of the terms of trade was considered. 























DETERMINATION OF THE MULTIPLIER FROM 
NATIONAL INCOME STATISTICS 


Searcu through the swelling mountain of literature which has 
grown up on the subject of the trade cycle, and find how often the 
phrase “‘ national income ” is mentioned. The study of the trade 
cycle is really nothing more than the study of short-period fluctua- 
tions in the national income, yet the phrase and the idea are 
shunned almost as if there were something improper in their 
connotation. The same state of mind is shown, I think, in the 
eagerness of some economists to dwell on the difficulties of defining 
and measuring national income, which difficulty they thereupon 
use as an excuse for giving no further thought to the subject. 
This state of mind, in fact, arises from our appalling ignorance on 
what should be the central subject of trade-cycle investigation, 
and indeed of a very large part of economics. 

In this respect England has a bad record as compared with some 
other countries. In the U.S.A. and Germany official annual 
investigations of national income are made, which are steadily 
increasing both in scope and in promptitude of publication. In 
Germany considerable attention has been given to the problem of 
obtaining short-period measurements of national income for the 
purpose of study of trade-cycle fluctuations, while in the U.S.A. 
this problem has been solved, and figures of national income are 
now being computed at monthly intervals. 

Let us examine the essential issues in present-day trade-cycle 
controversy and the extent to which they can be illumined by 
national income statistics. The general point of view reached by 
Mr. Keynes and reinforced by Mr. Harrod is that the most 
important determinant of short-period changes in national 
income is to be found in fluctuations of investment. The level 
of investment determines the level of national income through 
the variations of the “ multiplier,” though whether the multiplier 
is constant or varies greatly from phase to phase of the trade cycle 
is not yet certain. 

Mr. Harrod goes further to show that the level of investment 
is determined by the “ relation,” which depends on the rate of 
change of the level of output of consumption goods. Much the 
same theory was put forward by Professor Pigou in Industrial 
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Fluctuations in 1927. American critics have also disputed with 
Mr. Harrod the parentage of the Relation. But in the light of the 
actual figures 1 it seems that this is rather a poor Relation for the 
credit of whose parentage it is hardly worth while to dispute. 
The factors determining the level of investment are undoubtedly 
far more complex. The formula which I suggest below is also 
very much of an over-simplification of the actual case, and this 
problem will not be solved until detailed investigations have been 
undertaken of the factors determining the level of each separate 
type of investment. 

Critics or qualified supporters of the Keynes—Harrod view, 
particularly Mr. Robertson and Professor Haberler, have urged 
two lines of criticism which it is also possible to investigate. The 
first is with regard to the sovereignty of investment as the sole 
determinant of the level of economic activity. Is it not possible, 
it is asked, that there are types of originating economic impulse 
other than the purchase of capital goods which may affect the 
general level of economic activity? This suggestion naturally 
leads to the very fundamental query as to the treatment of time- 
lags in trade-cycle theory. 

The figures calculated below may, I hope, throw considerable 
light on this difficulty. It is clear that for a large part of the 
community—namely, wage and small salary earners—current 
outlay can differ only by a small amount from current income. 
They devote only a small fraction of their incomes to savings, and 
have very little marketable property. Changes in the consump- 
tion of those with under £250 a year income must follow closely on 
changes in their incomes. Such evidence as we have goes to show 
that the level of saving of the nine-tenths of Britain’s population 
who are below this income level remains in the aggregate fairly 
constant. 

The remaining tenth, who control about half the national 
income, can and do spend either more or less than their current 
incomes. If we define current income as the amount which is 
actually being currently earned by the sale of goods and services, 
it will be literally true to say that the proprietors and shareholders 
of businesses often do not even know what their income is until 
after a considerable time has elapsed. Being generally persons 
with disposable property, they tend to continue at their previous 

1 “ National Income and Outlay,’’ p. 260, Economic JouRNAL, June 1937 


and other data in this article. 

2 See also ‘“‘ National Income and Outlay,’ pp. 250-254 and approximate 
formula suggested in Economic JourRNAL, 1937, pp. 311-312. An improved 
conversion formula is suggested below. 
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rate of expenditure while their actual incomes are falling, and 
conversely, during a period of recovery, their expenditure will 
tend to remain for a time at a low level while their actual incomes 
rise. Even in the case of this half of the national income, it is 
found by correlation analysis that the level of current income is 
the main determinant of expenditure, although what is called 
below the “ factor of delayed spending ” is by no means absent. 
The fact that the whole expenditure of the poor and a large part of 
the expenditure of the rich is instantaneously determined by 
current income makes it in general permissible to postulate the 
rapid sequence of adjustments demanded by the multiplier 
theory.? 

It has been possible to test out very successfully the theory 
of the multiplier in the analysis of Australian national income.” 
Some conclusions can be drawn from this application which should 
be of value under the more complex situation in Great Britain. 

The multiplier is defined by Mr. Kahn as the ratio of changes 
in employment in the investment-goods industries to changes in 
employment as a whole. Mr. Harrod’s use of the multiplier 
appears to refer to either.employment or output. Below it is 
proposed, however, that the multiplier to be used should be a 
money-income multiplier, and should relate money expenditure on 
investment goods to changes in the money level of gross national 
income as a whole. An economic stimulus arising from new 
capital investment (or from any other cause) may lead to increased 
employment, may lead to an increased volume of goods being 
produced without any increase in employment, or may merely lead 
to an increase in the price obtained for the existing output of 
goods. The last contingency is likely to occur only when full 
employment is approaching, but the second contingency is indeed 
the most likely. Neglect of “‘ short-period increasing returns ” 
seems to me the main defect of Mr. Kahn’s original investigation.* 

Other difficulties arise when imports and exports have to be 
taken into account. Mr. Kahn takes imports fully into account, 
and indeed regards them as a principal factor determining the size 
of the multiplier. Mr. Keynes of course does not neglect this 


1 If x, is current expenditure on consumption by persons with over £250 a 
year, x, is their current income and 2, their income fifteen months previously 
(this being found to be approximately average length of lag), each of these 
quantities being measured as a deviation about its average for the whole period 
1929-37: a2, = 0-317x, + 0-1872;. 

* National Income in Australia, by the present writer and Mr. J. G. Crawford, 
now in the press, to be published by Angus & Robertson, Sydney. 

3’ Economic JOURNAL, June 1931. 
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consideration, although it does not enter into his main formulation. 
Neither Mr. Keynes nor Mr. Kahn, however, throw any light on 
the problem of the effect of changes in exports on general economic 
activity. In Australia (and for that matter in Great Britain) this 
is a problem of most urgent importance. In our analysis of the 
Australian statistics, Mr. Crawford and I adopted the definition of 
putting changes in value of exports on exactly the same footing as 
changes in the level of investment. Both generate income without 
increasing the supply of consumption goods and both may be 
regarded as original stimuli whose effects will be “‘ multiplied ” 
in accordance with the multiplier relationship. We have included 
therefore both exports and investment in the category of deter- 
minants, together with certain other quantities. 

Another quantity which should be included with investment 
and exports among the determinants is the deficit or surplus of 
Governments (including local government and social insurance). 
A deficit has the effect of generating additional private incomes 
without increasing the output of consumption goods, and again 
should be put completely on all fours with investment expenditure : 
a surplus the reverse effect. 

In Australia the level of imports since 1930 has borne a 
determinate relation to national income. From 1920 to 1927 that 
was also the case, although the relationship was then different. 
Between 1927 and 1930 was a transitional period during which a 
number of new industries were established in Australia, the 
exchange was depreciated and tariffs were considerably increased. 
All these factors had the effect of considerably reducing the level 
of imports, quite apart from current changes in national income. 
For analysis of any situation it is necessary to divide changes in 
imports into consequential changes due to changes in national 
income, and non-consequential or autonomous movements in 
imports. An autonomous increase in imports has exactly the 
same effect as a decline in exports, and should also be included 
among the determinants. In Great Britain there was a consider- 
able autonomous decline of imports in 1931 and 1932, owing to the 
depreciation of the exchange and the imposition of tariffs. 
Finally, it is clear that invisible exports should be included with 
exports, interest payments due overseas should be deducted from 
exports. 

For Australia, where the situation had already been carefully 
examined, an estimate had been made by the Commonwealth 
Bank of the extent of the autonomous change in imports, or 
replacing of imports due to tariffs, exchange depreciation, and 
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establishment of new industries between 1927 and 1930. This 
agreed closely with an estimate made by a different method, and 
the inclusion of this autonomous reduction of imports as a positive 
determinant made it possible accurately to predict movements of 
national income from the level of the determinants multiplied by 
a theoretically computed multiplier of 2-08. 

In Great Britain, unfortunately, the situation is much more 
complex, and no satisfactory direct measurement of autonomous 
changes in imports appears to be possible. We are therefore 
thrown back upon the device of including the whole balance of 
payments, or exports plus invisible exports minus imports, as a 
determinant. The drawback about this procedure is that we have 
now included in our determinants consequential changes in imports 
as well as autonomous changes in imports. For instance, between 
1933 and 1937 there was a marked rise of British exports, which 
has been accompanied by a slightly greater rise in imports. Are 
we to regard these imports as consequential or autonomous? If 
the latter they will have neutralised the stimulating effect of the 
rise in exports, but not under the former alternative. This 
problem can only be solved by readjusting the multiplier formula 
as shown below. 

The basic concept of the theory of the multiplier of course is 
that any increment of money national income (to use our new 
formulation) may be spent on home-produced consumption goods 
or services, may be saved, or may be spent onimported goods. For 
an increment of national income of 1 unit, we may denote these 
three elements as c, s and m, so that 


c+s+m=l1. 


If these three components of marginal income remain constant for a 
moderate time, we can determine a multiplier. 

If we confine our attention to those changes of consumption 
which follow immediately on changes of income, then each unit of 
original determinant (investment, Government deficit or what 
not) will be multiplied by r in its final effect on national income, 


where 


1 


in 2 — 
r=l1+e-e nap Sas 





The various stages of the readjustment take place in very quick 
succession (a very large part of the whole national income is 
always spent within a week of its being earned) and, thinking in 
terms of the three-month time unit which we are using, can be 
regarded as immediate. The delayed effects of income-change 
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in altering the consumption-expenditure of the richer portion of 
the community will he counted among the determinants a year 
and a quarter later when it takes effect. 

An important corollary of the multiplier theorem will be as 
follows. A rise of 1 unit in the determinants will cause imports to 


rise by 
m-+cecm+ctm...=mr. 


It now remains to compute the actual values of m, c and r, and to 
make the necessary adjustments to the multiplier formula to 
allow for the fact that the whole balance of payments has (for 
convenience) been included with the determinants. 

In the first place, a general determination is made of m. 
While c and s are determined inductively from the data given 
below, m is determined from general statistical knowledge. 

A representative increment of British national income may be 
considered to consist of one-half increment of exports and invest- 
ment, one-half consumption. Consumption is presumed to be 
divided equally between manufactured goods sold at retail, food 
sold at retail, and services. Examination of import statistics 
indicates that imports of material for the building and other 
investment goods trades represent only about 15 per cent. of their 
final output. Imports of food and of fodder for home agriculture 
make up about one-third of the retail value of food sales. In 
general manufacturing excluding the food and building trades,! 
raw materials make up about 20 per cent. of finished value. It 
may be assumed that this figure is applicable to the whole value of 
exports, and that a figure of 13 per cent. is applicable to the retail 
value of industrial goods sold for consumption in Great Britain. 
We thus obtain a general weighted average of 17 per cent. as the 
‘“‘ marginal propensity to import.” 

The next step is to determine the marginal distribution of 
income between wages and profits. This is done in Diagram I, 
where gross national income and gross profits are plotted on a 
scatter diagram. It is remarkable how the data divide themselves 
into two sharply contrasted groups, for the period 1929-33 and 
1934-37. In the first period the share of marginal income going 
to profits was 0-855, in the latter period only 0-55. As national 
income was falling for nearly the whole of the first period, this 
means that profits bore the brunt of the fall, and took only half 
of the rise, at the margin. The comparative stability of wage 
rates in face of the depression largely accounted for this situation, 


1 Economic JouRNAL, 1937, p. 316. 

















1938] DETERMINATION OF THE MULTIPLIER 441 


although it is not a final explanation, as can be seen by the fact that 
a marginal share to profits of 0-855 prevailed also during the first 
year of recovery—namely, 1933. But as far as it went, the 
resistance to wage reductions during the depression had the effect 
of lowering the multiplier during that period, and the larger share 
taken by wages at the margin in recent years has had the effect of 
raising the multiplier during the recovery period. I do not want 
anybody to draw any too obvious conclusions, but this is a point 
which certainly requires consideration. 
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There is little sign of Mr. Harrod’s “ shift to profits” as a 
result of increasing imperfection of the market as the boom 
proceeds, unless he means that, with a constant share at the 
margin, profits must necessarily take an increasing proportion of 
the whole national income as income rises. It looks as if this is all 
there is to it. But the constancy of the marginal division of in- 
come from the beginning of 1934 to now, and from 1929 to 1933, is 
another point deserving consideration. 

From the correlation mentioned above, it appears that a 
fraction 0-317 of any increment of gross profits will be spent on 
current consumption. (The payment of taxes is regarded as a 
form of consumption. If the Government saves part of the 
proceeds, the surplus will be reckoned as a new determinant.) Part 
of the remainder will be spent later, but we will include this among 
the determinants at the time when the spending actually takes 
place, and for the moment regard the whole remainder as saved. 
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Savings out of wages and lower salaries are assumed to be 
constant, and marginal savings are therefore zero. Marginal 
propensity to save, therefore, is computed from the increment of 
gross profits alone. 

We are now in a position to compute our multiplier, or rather 
multipliers, for it is clear that there will be different values for the 
periods 1929-33 and 1934-37. We can also compute the adjust- 
ments which must be made as a result of our having included 
“* consequential ”’ as well as ‘‘ autonomous ”’ changes of imports in 
our determinants. Finally, we must work out the factors neces- 
sary for adjusting our data of ‘‘ delayed spending,” which data as 
they stand have themselves been “ multiplied ’’ and have had an 
effect on imports, and do not represent the original determinants. 














| 1929-33. | 1934-37. 
For increment of determinants of 1 unit : 

(m) Increment in imports 0-17 0-17 
Increment in gross profits (0- -885 or 0-550 of remainder) 0-709 0-456 
(c) Increment in consumption (0-317 of increment in 

profits and whole increment in other incomes) ’ 0-346 0-519 
(r) Multiplier = 5 _—. 1-532 2-082 
Consequential imports = rm . 0-260 0-354 
Determinants including whole balance of trade, 7.€. 

consequential imports deducted . 0-740 0-646 
Multiplier applicable to this definition of determinants| 2-07 3°22 








Defining our determinants as we do therefore, we must use 
multipliers of 2:07 and 3-22. In allowing for our “ delayed 
spending ” effect we cannot, as pointed out above, simply enter 
the recorded delayed spending as a determinant. The true 
determinant in this case will be something less. Using the 1929- 
33 ratios, a determinant of 1 unit of such spending will lead to a 
further 0-225 x r or 0-345 of spending by non-wage-earners, but 
also to 0-260 of imports. 1-345 units of recorded spending should 
therefore be regarded as equivalent to an addition of 1-260 to the 
total of determinants—.e. the data should be reduced by 6 per 
cent. For 1934-37 a similar calculation shows that the data for 
that period should be raised by 4 per cent. 

We can now construct our total determinants, 7.e. gross 
investment, balance of payments (as a positive determinant when 
positive and a negative determinant when negative), Govern- 
ment surplus (a negative determinant) and modified figure for 
delayed spending. Expressing these determinants for 1929-33 
and 1934-37 as deviations about their means for the respective 
periods, we multiply by the appropriate multipliers, and compare 

















1938] DETERMINATION OF THE MULTIPLIER 443 


the results with actual gross national income also expressed as 
deviations about the means for those two periods. The confirma- 
tion, as shown in Diagram IT, is very satisfactory. 


Dracram IT. 
1929 1930 1931 1932 1933 1934 1935 1936 1937 


meetnatiatiets — —___,__—__, Oe ee ee erro, 


{ | 



























































| r ‘\ 
1400 y it, 
_ 1300 | f yt 
= Ps | Computed from / 
y ZN) Multipliers | /’ 
; / /| /Actdal Gross 
a les “National | 
ei ~~ j ational Income 
1200 \ $4 | | 
1100 S J 
ee, . ‘ | 





A year ago, by analysis of National Income statistics, I was 
able to conclude that the “‘ incentive to invest ” in Great Britain 
had reached its peak about the end of 1936, and that a decline 
in National Income and general economic activity was therefore 
to be expected at the end of 1937. The British Government, 
and the leading figures in British industry and finance, were un- 
animous in disagreeing with this prediction. Now that their 
forecasts have proved so hopelessly wrong, possibly those who 
have the responsibility of moulding British economic policy will 
devote a little more attention to National Income statistics and 
the possible conclusions which can be drawn from them. 

Not much comfort will be derived from an examination of 
the statistics as they stand at the present time. 

To recapitulate two essential elements in the technique of 
the forecasting discussed above, the first is the measurement of 
the “incentive to invest ” which, subject to a year’s lag, deter- 
mines the level of the private investment of fixed capital; the 
second is the measurement of the “‘ determinants ” of which the 
level of private investment is one element only, and by application 
of the multiplier to the determinants the level of money national 
income can be predicted. 
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DETERMINATION OF THE MULTIPLIER 





Notes to TaBieE I 
(Reference to pages in “‘ National Income and Outlay ”’) 


Imports, Exports and Balance of Payinents. Figures of imports and exports 
corrected for seasonal variation and number of working d«ys. Volume of exports 
and imports as given in Board of Trade Journal, also adjusted for seasonal varia- 
tion, and reduced to 1930 base. Board of Trade figures for invisible items 
interpolated, shipping figures being interpolated by use of statistics of freight 
rates and of tonnage entered and cleared. Changes in the terms of trade can 
be judged from the relative movements of volume and value figures. 

Investment, Gross investment in fixed capital from page 182 brought up to 
date. The results of the 1935 Census of Production have been used in extra- 
polating the engineering and shipbuilding figures, giving larger totals than 
previously estimated. Investment in working capital estimated to 1935 from 
figures calculated by Dr. Tweddle (unpublished thesis), who computed working 
capital by a method based on comparison of the relative activities of basic and 
finishing industries. Since that date approximately estimated. 

Total investment includes the sum of the three previous columns, together 
with an allowance for the amount spent on transfers of property, incomes of 
stock-brokers, estate agents and others, estimated on pages 155-7 to amount to 
between £60 and £100 million per annum. These payments are generally 
regarded by the investor as an element in capital outlay and for that reason are 
included with investment and not with consumption. 

Government Finance. In view of the increasing importance of Government 
finance in determining the general, situation, the figures are separated, and not 
included with consumption, as hitherto. Government expenditure on consump- 
tion and investment taken together is from the table on page 141. All transfer 
payments are excluded, and expenditure by local authorities and the administra- 
tion of social insurance funds are included. Figures brought up to date from 
the Budget and other sources. Government purchases of investment goods 
computed for earlier years from Census of Production and for recent years from 
information supplied to me by Mr. R. W. B. Clarke. Government surplus 
includes net savings by local authorities and social insurance funds. Local 
authorities’ savings of recent years are assumed to have been expanding at their 
previous rate. Current figures for savings by the unemployment insurance fund 
are available. In each year the figures are equaliy divided for the four quarters, 
except in the case of 1931-32, where the second budget was introduced in 
September, and in the current year, where loan expenditure apparently began 
in the fourth quarter of 1937. 

Consumption. From table on page 165 brought up to date, but with the 
exclusion of public services and expenditure on transfers of capital. 

National Income. Figures of gross national income obtained by adding 
total investment, private consumption, and consumption goods and services 
purchased by the Government. The investment total includes investment goods 
purchased by the Government. The calculation of the alternative figure is by 
the method given on page 206, somewhat revised. The basic principle is to 
subdivide gross national income as obtained by the previous method into con- 
sumption plus internal investment plus exports minus imports, and chen to 
re-value each of these four components by use of a suitable price index number 
to a 1930 price basis. The result thus obtained is compared with an index 
number of the volume of output of goods and services at 1930 prices inde- 
pendently prepared. Comparison between these two gives a check on the 
accuracy of national income computed as the money total of consumption and 
investment. The figure of real income given is the mean of the results obtained 
by these two methods. It should be noticed that this is exclusive of invisible 
incomes. 
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Notes to Tasre II 


Real National Income. Average of figures obtained by two methods— 
namely, revaluation of consumption, investment, exports and imports (as on 
page 204), and direct computation by an output index as on pages 202-3. 
Figures obtained in output index raised in proportion 86-7: 100 to allow for 
production not covered by index. 

Distribution of National Income. Figure of gross national income thus 
obtained can be subdivided into three headings of wages and salaries below 
£250, indirect taxes, and a remainder described as “‘ gross profits.” Figures of 
indirect taxation are from budget returns, with allowances for seasonal variation. 
Total of wages and salaries below £250 calculated by method given on page 72, 
with an estimated addition for salaries. A calculation can also be made of the 
extent of direct taxation, excluding the small total of direct taxes estimated to 
fall on persons with incomes below £250. The figure of gross profits, therefore, 
is before deduction of depreciation, maintenance and salaries over £250. Other- 
wise it is an accurate measure of the return to capital. 

Consumption by wage- and salary-earners and by others is a continuation of 
the table given on page 252, slightly revised. The total of wages and salaries 
below £250 is increased by the amount of unemployment benefit and other social 
services, paid in money (see table on page 141), and with a deduction for workers 
contributions to social insurance funds. On this occasion no attempt is made 
to measure changes in the extent of working-class savings, which are assumed to 
be constant at £60 million per annum. No precise method of measuring these 
is available. It is not permissible to assume that deposits in Savings Banks and 
similar institutions all represent working-class savings, nor that all working-class 
savings are made through these institutions. Consumption by others is obtained 
by difference from the total of private consumption. 

Determinants. As explained above, the level of the national income at any 
one moment should be determined by 


1. Level of gross investment including balance of payments. 

2. Government surplus or deficit. 

3. A factor indicative of lag between income and expenditure on the 
part of that section of the community whom convention and bank managers 
permit to maintain such a lag. 

The factor affecting income in, e.g. the fourth quarter of 1937, is taken to 
be the average income of the second, third and fourth quarters of 1936. These 
five-quarters-delayed incomes are expressed as deviations about their average 
over the period 1929-37 and multiplied by the factor 0-187. To allow for reper- 
cussions on imports and incomes as explained above, they are multiplied by a 
further factor of 0-94 for 1929-33 and 1-04 from 1934 to 1937. Gross investment 
plus delayed spending factor less net Government surplus gives the total of 
determinants which are also expressed as deviations about their averages over 
the two periods of 115 and 159. These deviations are multiplied by the com- 
puted multipliers of 2-07 from 1929 to 1933 and 3-22 from 1934 to the third 
quarter of 1937. To the products are added the figures of 1148 and 1308 
respectively (representing average gross national income over the two periods), 
to obtain the figure of computed national income. 

Incentive to Invest. The column of gross profits per unit of real income is 
obtained simply by division of the one column into the other. Yield on industrial 
debentures is calculated from the Investors’ Chronicle index. Price of capital 
goods, continuation of figures given on page 197. Incentive to invest is com- 
puted as indicated on page 261 from gross profit per unit of output divided by 
price of capital equipments and rate of interest. In order to allow for the fact 
that depreciation as well as interest of new capital investment is an important 
consideration in determining whether or no such investment will be undertaken, 
the figures of interest rates as given are increased by 5. This has the effect of 
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** diluting ’’ the effect of the fluctuations in interest rates, which would otherwise 
be very marked. The incentive to invest calculated in this way has a correlation 
of 0-87 with the output of new investment goods (exclusive of investment goods 
purchased by the Government) a year later, and the computed values of fixed 
investment shown in the last column are obtained from the formula : 


140 + 0-316(@ — 908) 


where Q is the figure for incentive to invest one year earlier. 


From the “incentive to invest’ formula it appears that 
private investment will decline rapidly, and by the first quarter 
of 1939 should be about £35 millions below the level of the fourth 
quarter of 1937 (£ millions per quarter). Against this, there 
will be some rise in Government War expenditure. The adverse 
balance of trade, however, may increase, and there may‘also be 
further de-stocking. The only mitigating factor is the “ de- 
layed spending factor.” The very large profits of 1937 should 
continue to affect spending throughout 1938. In general, how- 
ever, it appears that the National Income in the first quarter 
of 1939 will be appreciably lower than in the fourth quarter of 
1937. It is anticipated that the price of imports and exports 
will both fall (the former ought to fall more rapidly); but there 
is little sign as yet of any fall in the price of home produced 
goods and services. Assuming that wages remain constant, and 
that home produced goods and services only fall very slowly in 
price, we reach the unpleasant conclusion that employment in 
the first quarter of 1939 may be well below that of the first 


quarter of 1938. 
CoLttin CLARK 


Bureau of Industry, 
Brisbane. 


























THE POLICY OF GOVERNMENT STORAGE OF FOOD- 
STUFFS AND RAW MATERIALS}? 


I 


Ir is an outstanding fault of the competitive system that there 
is no sufficient incentive to the individual enterprise to store sur- 
plus stocks of materials, so as to maintain continuity of output 
and to average, as far as possible, periods of high and of 
low demand. The competitive system abhors the existence of 
stocks, with as strong a reflex as nature abhors a vacuum, because 
stocks yield a negative return in terms of themselves. It is ready 
without remorse to tear the structure of output to pieces rather 
than admit them, and in the effort to rid itself of them. Its 
smooth and efficient working presumes in practice, as stringently 
as the static analysis presumes in theory, a steady rate, or a steady 
growth, of effective demand. If demand fluctuates, a divergence 
immediately ensues between the general interest and the course of 
action in respect of stocks which is most advantageous for each 
competitive enterprise acting independently. 

There are several reasons for this. The cost of storage and 
interest is fairly high, especially in the case of surplus stocks which 
strain the capacity of the normal accommodation. In the case of 
many commodities the charges probably approximate to 10 per 
cent. per annum; whilst the length of time for which holding will 
be necessary and the ultimate normal price are both matters of 
great uncertainty. There are, however, two other still more 
dominating factors. Experience teaches those who are able and 
willing to run the speculative risk that when the market starts to 
move downward it is safer and more profitable to await a further 
decline. The primary producer is, as a rule, unable or unwilling 
to hold, so that, if the speculative purchaser holds back, he will get 
the commodity still cheaper. Thus, even if it would pay him to 
buy at the existing price on long-period considerations, it will often 
pay him better to wait for a still lower price. The other factor 
arises out of the lack of incentive to the retailer or the manu- 
facturing consumer to purchase in advance. By purchasing in 
excess of his immediate needs he may make a speculative profit or 
loss just like any outside speculator, but as a trader or a manu- 
facturer his position will be competitively satisfactory when the 


1 A paper read before Section F of the British Association, Cambridge, 
August 1938. 
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time comes to use the materials, provided he is paying the current 
price. Thus a cautious user would rather pay the current price 
for his raw materials on which his own selling prices are based than 
run a speculative risk; and this attitude is reinforced by the fact 
that his interests are already bound up with activity in the demand 
for the commodity in question, so that he is multiplying unneces- 
sarily the same kind of risk if he buys his material in advance of 
his needs. On the other hand, the long-term holding power of 
the outside speculator is limited—most participants in the market 
being more interested in a rapid turn-over—and can only be called 
into action on a sufficient scale by a drastic fall in price which 
will curtail current output substantially and appears to be a long 
way below any probable normal cost of future production. 

For these various reasons the fluctuations in the prices of the 
principal raw materials which are produced and marketed in 
conditions of unrestricted competition, are quite staggering. 
This is the case not only during well-marked trade cycles, but as a 
result of all sorts of chance causes which lead to fluctuations in 
immediate demand. The extent of these is apt to be concealed 
from those who only watch the movements of index numbers and 
do not study individual commodities; since index numbers, 
partly by averaging and partly by including many commodities 
which are not marketed in fully competitive conditions, mask the 
short-period price fluctuations of the sensitive commodities. Let 
me give some illustrations. 

Rubber, wheat, lead and cotton will give us a good sample 
of the class of commodity which I have in mind. Let us examine 
by what percentage the highest price in each of the last ten years 
exceeded the lowest price in that year :— 


Rubber. There has only been one year in the last ten in which 
the high price of the year has exceeded the low by less than 
70 per cent. The average excess of the year’s high over 
the year’s low has been 96 per cent. In other words, there 
is on the average some date in every year in which the price 
of rubber is approximately double its price at some other 
date in that year. 

Cotton. Since rubber may be regarded as a notoriously fluctuating 
commodity, *1 spite of its having been subject to an organised 
restriction scheme, let us take cotton. Only twice in the last 
ten years has the high price of the year exceeded the low by less 
than 33 per cent. and the average excess of the year’s high 
over the year’s low has been 42 per cent. 
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Wheat, however, is nearly as fluctuating in price as rubber, which 
may perhaps surprise you. If we take the Liverpool contract 
as our standard, there has been only one year in the last ten 
when the highest price of the year has exceeded the lowest 
by less than 47 per cent.; and the average excess of the 
year’s high over the year’s low has been no less than 70 
per cent. 

Lead is mainly marketed by a small number of powerful producers 
acting with some measure of consultation. Yet, even so, the 
annual range of price fluctuations is on much the same scale 
as with the commodities already examined. Only twice in 
the ten years has the price range from lowest to highest been 
less than 35 per cent., and the annual average range has 
been 61 per cent. 


Thus for these four commodities—rubber, cotton, wheat and 
lead—which are, I think, fairly representative of raw materials 
marketed in competitive conditions, the average annual price 
range over the last ten years has been 67 per cent. An orderly 
programme of output, either of the raw materials themselves or of 
their manufactured products, is scarcely possibleinsuch conditions. 

The ill effect of these truly frightful fluctuations on trade 
stability is great. But the ultimate results of the obstacles which 
they offer to the holding stocks may be even more injurious. 
In spite of the fact that the difficulty of rapidly altering the 
scale of output, especially where seasonal crops are concerned, 
leads to what appear to be very large stocks at the bottom of the 
market, nevertheless when the turn of the tide comes, stocks nearly 
always turn out to be insufficient, precisely for the reason that it is 
just as difficult rapidly to increase the scale of delivered output 
- as it had been to diminish it. Prices rush up, uneconomic and 
excessive output is stimulated and the seeds are sown of a 
subsequent collapse. 

Even though fluctuations in the demand for many finished 
commodities owing to changes in fashion and in the direction of 
demand may be unavoidable, and though it is certainly the case 
that no radical remedy for fluctuations is possible except through 
measures to stabilise the aggregate of effective demand, neverthe- 
less some modification should be possible in the case of the great 
staple raw materials, most of which can be readily stored without 
serious deterioration, by direct measures affecting the individual 
commodity. Assuredly nothing can be more inefficient than the 
present system by which the price is always too high or too low 
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and there are frequent meaningless fluctuations in the plant and 
labour force employed. 

For many years the orthodoxy of laissez-faire and unregulated 
competition has stood in the way of effective action to fill this 
outstanding gap in the organisation of competitive industry. 
Even now the suspicion with which attempts at the long-period 
stabilisation of individual prices are rightly viewed is often directed 
also against measures aimed at short-period stabilisation. Never- 
theless there are to-day many signs of attempts to tackle the prob- 
lem by various methods and from various motives. It is these, 
and in particular certain important pioneer proposals by our own 
Government, which it is the object of this paper briefly to review. 


Il 


There are, first of all, the devices for stabilising the prices of 
their products adopted by private enterprises without the aid or 
encouragement of Governments. In some cases a single producer 
is responsible for the major part of the output, or a body of 
producers accepts a joint marketing policy and is in a position to 
fix the price with only a limited reference to the state of immediate 
demand. Nickel and diamonds are good examples of commodities 
subject to such marketing conditions. A recent smali change in 
the British price of aluminium was the first change of any kind 
for six years. But in such cases the policy of price stabilisation is 
merely a part of a general policy of monopoly. An approximation 
to the same state of affairs arises through cartels, quotas and price 
agreements, sometimes of an international character, such as 
govern most types of iron and steel products, cement and many 
other semi-manufactured articles. Where output is in the hands 
of a small number of financially strong enterprises there may be 
looser, but nevertheless effective, arrangements, as in the case of 
copper and oil. 

The multitude of such arrangements, which must cover far 
more products than anyone could specify in detail, only serves to 
increase the exposure of the remaining materials which are pro- 
duced by a great number of independent producers, widely 
scattered in locality, marketing in conditions approximating to 
those of full competition. For we have to-day two contrasted 
types of marketing policy existing side by side. On the one hand, 
those enjoying what have been called “ administered ” prices'— 

1 The term “administered prices”’ is due to Mr. E. G. Means of the U.S. Dept. 
of Agriculture. 
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that is, with prices comparatively stable and fluctuations in 
demand met by a centralised control of output and by organised 
arrangements for the withholding of stocks on the part of the 
producers themselves—and, on the other hand, those with ‘“‘ com- 
petitive ” prices, where the producers themselves are not in a 
position to withhold their stocks and the scale of output is governed 
by price fluctuations. The former arrangement is apt to be 
objectionable in general, even when it is highly desirable for the 
particular purpose of meeting fluctuations, because it may be 
part and parcel of conditions of almost uncontrolled monopoly ; 
whilst the latter arrangement is hardly less objectionable, in that 
it so greatly increases the risks and losses of enterprise. 

The fact that we have two major groups of commodities which 
respond quite differently to fluctuations in effective demand is of 
great importance to the general theory of the short period. In 
practice, however, it is in the United States that administrators 
have become most expressly conscious of the contrast, and Mr. 
Roosevelt’s administration is simultaneously engaged inattempting 
to temper the element of monopolistic marketing in the first 
group and the element of competitive marketing in the second, 
twin objectives which are not so inconsistent with one another as 
they are sometimes represented to be. In all parts of the world, 
however, Governments are now interesting themselves in this 
problem, and a great variety of schemes, most of them national 
and a few of them international, have come into being. We have 
the internationally controlled restriction schemes for sugar, tea, 
rubber and tin. But it is, at present, only in the case of tin that 
the restriction scheme is supplemented, as seems only sensible, 
by concerted arrangements for the withholding of stocks and 
thus securing a somewhat more continuous rate of output. There 
are many schemes—indeed, few countries are without them— 
for the marketing of wheat. Above all, there are the ambitious 
proposals, only in their initial stages at present, of Mr. Wallace, 
the U.S. Secretary of Agriculture, for the establishment of what 
he calls an ever-normal granary. 

The motives behind these various schemes are not all the same. 
In the majority of cases the primary object of the Government 
has been the protection of its small-scale producers from ruinous 
price fluctuations, of which the holding of stocks has been a sub- 
sidiary and undesired bye-product. There are, however, certain 
examples of the withholding of stocks for its own sake, with a view 
to averaging the irregularities of demand and supply. The Buffer 
Pool for tin and Mr. Wallace’s ever-normal granaries for assisting 
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particular commodities have been already referred to. I have 
heard mention, but not with details, of an experimental purchase 
by the Bank of Sweden of certain stocks of commodities as a 
form of central banking reserves alternative to gold, a policy 
which could be made a means, if widely pursued, of flattening out 
the fluctuations of prices. Above all, there is, with the primary 
object of accumulating stocks for use in time of war, our own 
extremely important Essential Commodities Reserves Act lately 
passed into law, to the rich possibilities of which I will devote the 


rest of this paper. 


lil 


If only we could tackle the problems of peace with the same 
energy and whole-heartedness as we tackle those of war! Defence 
is old-established as a proper object for the State, whereas econo- 
mic well-being is still a parvenu. Social action which is universally 
approved for the former purpose is still suspect when it is for the 
latter. Nevertheless, we are at this moment allowing war ex- 
penditure for defence to help solve our problem of unemployment 
as a bye-product of such spending, whereas if disarmament had 
prevailed we might have allowed a serious recession to have 
developed by now before introducing loan-expenditure on a 
comparable scale for the productive works of peace. So it may 
be possible, as I hope to show it is, to combine the primary object 
of the Government’s new Act with purposes useful even in peace. 

In the first place, the Board of Trade has taken powers to 
collect comprehensive statistics which it will be free to publish 
in terms of aggregates, though it is unfortunate that these powers 
are limited to the commodities which the Board of Trade will 
handle and does not cover those, such as the metals, which will be 
purchased by the War Departments (so departmental-minded is 
our Administration). This is important because, whilst we 
already have fairly good statistics of the “ visible ” stocks, we 
have none of the “ invisible ”’ stocks in the hands of manufacturers. 
Yet fluctuations in the visible stocks are often balanced, in part 
at least, by opposite fluctuations in the invisible stocks; and if 
the details of this were known, such extreme fluctuations of 
prices might sometimes be avoided. Complete facts about the 
fluctuations in total stocks would be of great value in handling the 
trade-cycle. 

In the second place, the Board of Trade has, very wisely, 
taken powers to tackle its new and difficult problem by a wide 
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variety of techniques. Broadly speaking, these fall into two 
classes—those which involve actual purchase by the Government, 
and those which aim at increasing the stocks physically held in 
this country but not owned outright by the authorities. Both 
classes of technique lend themselves to far-reaching collaboration 
with the raw-material producers of the Empire. As regards 
outright purchases, the defence object is to save time and shipping. 
But it is not essential that the commodities held should always be 
the same ones. For example, when the crops of sugar are redun- 
dant and the price is low, we might come to the rescue of Empire 
sugar-producers by taking over a part of their output; and in 
another year when wheat is redundant and cheap, but sugar has 
recovered, the sugar might be replaced by wheat. But I am 
chiefly interested to-day in the possibilities of measures, not of 
outright purchase, but for increasing the stocks physically held 
in this country but remaining part of the supplies available to the 
market in a normal way. 

The Act has taken wide powers for the provision or subsidy of 
storage and finance for the purpose of inducing traders to hold 
augmented stocks. I suggest that this side of the Act should be 
systematically employed to make this country much the cheapest 
place for holders of commodities to keep their stocks in and that 
this should be done in close collaboration with Empire producers. 
Ihave the impression that in former years the world surplus stocks 
were held in this country to a greater extent thanis the case to-day ; 
though I have not the statistics with which to confirm this im- 
pression. But however this may be, a very large volume of surplus 
stocks is now held overseas in the countries which have produced 
them. For example, a heavy tonnage of tin and rubber is being 
retained in the East ; when the Canadian Government was holding 
surplus wheat, it held it in Canada; and generally speaking it is 
worth while to save shipping costs for as long as possible by 
retaining output in the country of origin. 

My proposal is, therefore, that the Government should offer 
storage to all Empire producers of specified raw materials, either 
free of warehouse charges and interest or for a nominal charge, 
provided they ship their surplus produce to approved warehouses 
in this country. The Government would not become the outright 
owners of the stocks in question, which would remain in the owner- 
ship of the depositors, who would run the risk of price changes 
and would be free to remove and dispose of the stocks at any time 
or to deal in them against warehouse warrants. So far as finance 
is concerned, the Government might offer to advance either free of 























456 THE ECONOMIC JOURNAL [SEPT. 


interest or at a rate equal to the rate on Treasury Bills up to 90 
per cent. of the market price at the date of delivery into storage, 
the margin of 10 per cent. of the current market price being 
subsequently maintained by the owners. It might prove advisable 
to require a certain notice—say, a month—of delivery and with- 
drawal and a minimum period of deposit—say, three months— 
so as not to attract normal trading stocks which would be held 
here in any case. 

Under such an arrangement the volume and character of the 
goods in store would vary from time to time. But one could fee! 
considerable assurance that at most times the aggregate would 
materially exceed the stocks which would be held without such 
an arrangement. Moreover, if at any time the aggregate amount 
appeared to be falling too low, or if the international prospects 
appeared to be particularly threatening, the Government could 
secure the position by purchase and the substitution of outright 
ownership. 

I submit that such a plan would have several advantages, of 
which the following may be emphasised :— 

(1) The cost to the Treasury would be very small in relation to 
the volume of resources involved. For warehouse costs and 
interest, provided on the lines suggested above, would cost a 
great deal less than the 10 per cent. per annum which I have 
estimated above as a normal expense to the outside holder who 
has no special facilities. The total cost would vary with the 
commodity, and I am not in a position to estimate it closely ; but 
it might average, perhaps, at 4 per cent.1 If we take this as 
sufficiently indicative of the order of magnitude of the figures, 
we could store £500,000,000 of stuff at an annual cost of 
£20,000,000. It is evident that the provision of stocks on that 
scale would give us much more security than we have at present, 
whilst the cost would be easily supportable. 

(2) The technique adopted, so far from interfering with the 
ordinary course of trade, would facilitate it. The provision of 
additional stocks on the spot would avoid time-lags in the re- 
sponse of supply to an improved demand, whether in the home or 


1 Mr. Benjamin Graham in his recent book on Storage and Stability (p. 108) 
estimates the average commercial cost to dealers in the commodity exchanges of 
storing 23 standard raw materials at 134 per cent. of their value per annum, 
exclusive of interest, whilst he considers that organised government storage could 
be provided at a quarter of this cost. His estimate of the commercial cost is 
considerably higher than mine, which is intended to include interest, but his 
average is somewhat inflated by the exceptionally high cost of storing maize, oats 
and petroleum. 
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in the re-export trades. The position of this country for entrepét 
business would be ensured. An important cost, which is a potent 
generator of price fluctuations, would be eliminated, with the 
result of moderating price fluctuations and allowing, at the same 
time, a more continuous scale of output in the producing countries. 
Knowledge and experience would be gained which would be 
valuable in the future control of the trade cycle. 

(3) Far-reaching arrangements would become possible with 
producers of raw materials within the Empire and with their 
governments. If, for example, as seems likely, the Canadian 
Government finds itself faced this year with the necessity of 
acquiring wheat beyond what the market can currently absorb, 
an agreement would be made for the physical storage of the wheat 
in this country, whilst it would remain the property of the 
Canadian Government. The possible field for the application of 
this principle is wide—sugar from the West Indies, jute from India, 
wool from Australia, vegetable oil products from West Africa, 
non-ferrous metals, and all the endless variety of Empire products 
which must be stored somewhere. There is, moreover, an 
outstanding case of a home product which should not be over- 
looked, namely pig-iron. We have recently had experience of 
the disturbance caused by a temporary shortage of pig-iron. The 
advantage of substantial stocks of pig-iron for munitions does not 
need emphasising; and the advantage in smoothing the trade 
cycle is hardly less obvious. In war such reserves held in this 
country would be better than a gold-mine; in peace we might find 
that we had taken the first step towards making possible a steadier 
scale of output of the principal raw materials, and thus avoiding 
extreme fluctuations of demand for our own exports from the 
raw material countries. 

(4) The possible strain on the exchanges needs, however, a 
careful handling. It is for that reason that I have laid special 
stress on supplies from the Empire. For an important proportion 
of these may be financed in London, wherever they are situated, 
whilst in their case the proceeds of additional financing are more 
likely to remain here as an accretion to the banking reserves of the 
sterling area. Nevertheless it is certain that a substantial ad- 
ditional burden would fall on the exchanges during the initial 
period. In the case of Canadian wheat, for example, the major 
part of the finance would not normally fall on London, and it 
might be necessary here to make special arrangements with the 
Canadian Government. Moreover, there are certain products 
where it would be particularly useful to accumulate stocks—for 




















458 THE ECONOMIC JOURNAL [SEPT. 


example, timber and oil—which might not conveniently come, 
mainly or exclusively, from Empire sources. 

Yet, even in this respect, we might contrive to draw advantage 
out of the difficulty itself. In so far as we were financing or 
paying for imports in excess of what we should do otherwise, the 
effect on our own export trade would be exactly the same as an 
increase in the scale of our current foreign lending. We might 
reasonably expect some stimulation to our own exports; and 
sometimes we might be able to link the agreement to import with 
express arrangements to aid corresponding exports. It would be 
a form of foreign investment, the security for which would offer 
the great advantage of being situated at home! It would, of 
course, be a once-for-all transaction. That is to say, we should 
be accumulating stocks up to a value of (say) £500,000,000 within 
the next two or three years; and thereafter we should have no 
occasion to increase, on balance, the amount of this particular 
form of investment. But at this juncture of affairs I can see no 
form of foreign investment which it would be safer or more 
advantageous for us to accumulate. It is true, of course, that the 
income we should derive from it would not be in the shape of 
money interest or dividends, but in the shape of security and in 
the facility to avoid paying excessive prices for purchases made 
subsequently in circumstances of unusual need. But, on the 
other hand, here is an opportunity for a substantial volume of 
foreign investment, where the capital involved is absolutely safe. 
And in these days that is a primary consideration. We should be 
enabled by this technique to make loans, where for other reasons 
we might desire to make them—in South-eastern Europe, for 
example—on the absolute security of commodities physically 
situated within this country. It would be overwhelmingly worth 
our while to forego the cash income of £20,000,000 a year in return 
for the compensating advantages in the shape of security, a 
stimulus to our export industries, an increased control over the 
trade cycle, and an insurance against having to pay excessive prices 
at asubsequent date. Thegain to our prestigeand toour apparent 
security of so vast an accumulation of these liquid forms of wealth 
situated at home, an accumulation which others could not afford 
to imitate, would be worth in itself the really trifling expense. 
It would be a demonstration of reserve resources which would 
catch the imagination of the world. And if it should also serve 
the causes of peace, and prove to be a new and useful instrument 
in our armoury for the control (which will need more instruments 
than one) of the trade cycle, let no one complain. 














1938] THE POLICY OF GOVERNMENT STORAGE 459 


(5) Even if foreign investment of this type is advantageous, 
it does not follow that it will not throw a burden on the exchanges 
which will lead to a loss of gold by the Exchange Equalisation 
Fund. We must expect that the accumulation, on such a scale 
as is suggested, of liquid resources in the shape of a mixed bag of 
commodities will be partly in substitution for our existing liquid 
resources in the shape of gold. But will there be a disadvantage 
in this? In time of war goods on the spot will be better worth 
having than the gold. In time of peace to substitute goods for 
gold when goods are cheap in terms of gold, and gold for goods 
when goods are dear in terms of gold, will be both socially and 
financially profitable. 

I should be much inclined, therefore, though this is not essen- 
tial to the scheme, to link up the finance of commodity storage 
with the finance of the Exchange Equalisation Fund, and to regard 
the policy of holding liquid stocks of raw materials as a natural 
evolution of the policy of holding liquid stocks of gold outside the 
banking system. The finance required by the new policy is of 
the same character as the finance required by the Exchange 
Fund, and should be segregated from the normal budget in the 
same way and for the same reasons. It also happens that the 
amounts required will tend to be complementary—the greater 
the finance required to hold stocks, the smaller is the finance 
required to hold gold likely to be. Moreover, the object of 
narrowing the range of movement of international commodity 
prices is a natural development of the policy of narrowing the 
range of the foreign exchanges. Investment in stocks will be of 
the same advantage to our trade as foreign investment would be, 
without, however, diminishing the strength of our liquid position, 
a consideration which, obviously, is of great importance in present 
conditions. Our liquid position, internationally, will be properly 
measured by adding the value of our liquid stocks of commodities 
to our stock of gold, which is a further reason for treating the 
finance of the two as a single problem. 


The objects of carrying a steady volume of stocks as a war- 
insurance and of carrying a fluctuating volume so as to damp 
down the trade cycle are, it is evident, objects which partly 
conflict. At the present time the former must, presumably, 
prevail, and the latter must await the arrival of happier days. I 
must not be supposed to overlook this conflict. But I seek to 
reinforce the former purpose by pointing out that measures 
useful for defence may eventually evolve into measures of per- 
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manent usefulness in peace. Even in the first instance they do 
not wholly conflict. As a war-insurance it does not greatly 
matter which particular commodities are stored, so that seasonal, 
as distinct from cyclical, fluctuations can be averaged out. More- 
over, it is of substantial advantage as a war-insurance if the 
average volume of international stocks, physically located in this 
country, is largely increased, even though this volume fluctuates 
somewhat widely between a higher and a lower limit; and if the 
stocks held here are normally larger than they would have been 
otherwise, our authorities will be able to act with greater rapidity, 
if circumstances make it advisable to convert privately owned 
deposits into outright Government ownership. 
J. M. Keynes 

King’s College, 

Cambridge. 

















THE NATIONAL ECONOMY OF GERMANY 


An analysis of the economic position in totalitarian countries 
is beset with difficulties. There is first of all some uncertainty 
concerning facts. This is due at least as much to the abundance 
of statistics in certain directions as their more or less complete 
lack in others. The available data, certain speeches and articles 
by members of the German Government, as well as oral informa- 
tion, however, permit inferences to be drawn which give an in- 
dication of the working of the economic system. 

More basic difficulties are encountered when we attempt to 
evaluate this evidence. What may be the criteria on the basis 
of which we can judge? The question which this paper tries to 
answer is not whether totalitarianism is preferable to individual- 
ism and liberty, but whether totalitarian systems can be regarded 
as economically stable on their own terms, whatever we think of 
their aims and methods. 


1. Phases of the Economic Expansion in Germany. 


The German economic system was still in a position of almost 
complete collapse when President Hindenburg was persuaded to 
hand over political power to Hitler. The following table gives a 
clear picture : 


TABLE I. 
1929 to December 1932. 























Index of Production 
(1929 = 100). 
Unem- Germany. 
Employ-| ploy- | Hours 
| ment. ment. | Worked. Con- Invest- 
Total. |sumption| ment 
(000’s.) | (000’s.) Goods. | Goods. 
1929 ‘ ° 17,595 1,892 7-67 100 100 100 
1930 ° ° 16,409 3,076 7-37 85-9 94 81-6 
1931 =. . | 14,336 4,520 7-08 67-6 89-2 52-6 
1932 June ./| 12,686 5,476 6-94 60-7 80-5 48-4 
Dec. .| 12,532 5,773 6-90 61-9 | 82-3 49-4 
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TaBLE I (continued.) 








Index of Production Wholesale Price 
(1929 = 100). Index (1929 = 100). 
Foreign 
“ Trade 
~ reat Year! 
aan U.S.A. | France. Ger- Britain Ml 
: many. (Econo- 


mist). (Rm. 000’s.) 




















1929. . | 100 100 100 100 100 — 783,459 
1930. . | 923 80:7 | 100-4 90-8 84-0 | + 935.095 
ae . | 838 68-1 88-9 80-8 70-2 2,478,840 
1932 June .| 84:3 49-7 66-9 70-1 63-6 

Dec. .| 84:9 55-5 70-6 67-3 66-1 | +1,072,668 











Gross investment declined from Rm. 13-7 milliards to Rm. 4-2 
milliards. In consequence national income fell from Rm. 75:4 in 
1928 to Rm. 45-2 milliards in 1932.1 

The Nazi Government continued and enlarged the plans which 
had been initiated already by earlier Governments to deal with 
this desperate position, to absorb unemployment and give an 
impetus to economic activity. The effect is shown in Table II. 

This statistical survey tends to indicate that the German ex- 
periment in recovery falls into two distinct parts, each dominated, 
as it appears, by different policies. The first period seems to end 
with the year 1934. In this period the usual pattern of cyclical 
recovery is discernible. The increase in employment is more 
rapid in the investment-goods industries than in those catering 
for consumption demand. In both the rate of increase seems to 
be accelerating. The increase in business activity results in a 
rapid worsening of the balance of international trade. 

At the beginning of 1935 the picture changes completely. 
The acceleration of activity in the production-goods industries 
hardly slackens; but the increase in the output of consumption 
goods falls. The value of imports falls, once more, and exports 
which were declining without interruption begin to increase. 
Throughout 1935-36 all economic data, except those for invest- 
ment, show symptoms similar to deflation. But investment is 
steadily increasing, and consumption once more resumes its 
upward trend, though at a very much reduced rate. In the spring 
of 1937 a further significant stage is reached; the reserve of 
unemployed labour is being exhausted. Ever since then a short- 
age, especially of certain skilled labour, has been making itself felt. 

1 If the decline in prices is taken into account the fall is smaller: from 


Rm. 75-4 milliards to Rm. 56-8 milliards. Statistisches Jahrbuch fiir das Deutsche 
Reich, 1937 (quoted below as Jahrbuch), Berlin, 1938, p. 533. 
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In retrospect, the policies adopted in the period 1933-34 — 
apart from certain features, such as marriage loans, strategic 
motor roads, etc., which will remain part of the German economic 
system—seem stop-gap measures designed to end the intolerable 
social conditions consequent on the extreme deflationary policy, 
the original function of which was first hampered, then destroyed, 
by the growing demands of rearmament.1 The authorities could 


1 The problem of this first period, the measures adopted to solve them and 
their effect on the economic system have been fully analysed by Dr. Grebler 
(‘‘ Work-Creation Policy in Germany, 1932-35,” I.L.0. Review, Vol. XXXV, 
Nos. 3 and 4, 1937). They represent an example of a far-reaching (Dr. Grebler 
enumerates nine separate programmes accompanied and followed up by a host 
of further measures) work-creation policy, and are of direct interest for the 
the present paper. 

Both the change of Governments and the struggle between the different view- 
points in the National Socialist Government can be discerned in the change of 
the character of the successive programmes. The earlier plans were mainly 
based on “‘ indirect effects ’—i.e., sought to stimulate private investment by 
tax relief and similar incentives. Later measures increasingly consisted of direct 
public works (including fortifications and other military buildings), and tried to 
diminish unemployment, even at the cost of discouraging private investment. 
This is shown to some extent by the importance of extra-economic employ- 
ment (especially of juveniles such as by the Labour Service, the year on the land 
and military service) in the later programmes. It is demonstrated conclusively 
by the fact that very great pressure was put on employers to increase or change 
their staffs uneconomically. In consequence, productivity per head, which had 
been increasing throughout the depression, suddenly dropped in 1934, though 
industry was still working far below the optimum level of output. The fixing 
of the wage rates seems, in this period, at least as much a consequence of the idea 
of spreading work as of the determination to prevent inflation. That the idea 
of spreading work was not wholly absent in Germany is demonstrated by the fact 
that at first a 40-hour week was introduced on public works. The measures 
facilitating the elimination of women in industry had similar aims. There was 
also a campaign against accumulation of jobs and stern measures against the 
mobility of labour. All this has been swept away by the shortage of labour which 
developed later. 

Altogether over Rm. 5 milliards was spent directly, out of which over Rm. 3:1 
milliards was financed by the issue of special work creation bills rediscountable 
at the Reichsbank. The bulk of the expenditure was undertaken in 1934. By 
the end of 1935 almost the whole of the credits voted had been exhausted. 

The effectiveness of work creation programmes in general cannot, of course, 
be tested on the German example. It was hampered at the outset by the 
circumstances peculiar to the German position resulting from the foreign loan 
inflation between 1924 and 1929. And if some members of the National 
Socialist Government may at the beginning of the experiment have thought of 
these programmes as more than relief measures leading up to rearmament, 4s 
measures facilitating the recovery of private initiative, they must soon have 
abandoned the attempt to carry their view into effect. The policy actually 
followed did not merely fail to help the primary stimulus being transmitted to 
private demand, both consumption and investment (e.g., the scale of taxation 
was not lowered when revenue began to increase), but, as we shall see below, was 
increasingly calculated to prevent this. After 1934 this policy was certainly 
conscious. It may have been already so earlier. Prof. Bresciani Turroni (‘‘ The 
Multiplier in Practice,” Review of Economic Statistics, May 1938) does not seem 
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have abandoned further public expenditure—i.e., rearmament— 
trusting that the unemployed reserve of labour would be absorbed 
by the revival of private activity. This choice was the more 
attractive from the point of view of pure economic reason, as world 
trade began to revive. Thus by appropriate measures such as 
devaluation or the granting of increased export bounties on the 
lines followed by other countries (especially Austria), exports could 
have been increased, and would have added to the impetus of the 
revival and secured the additional foreign exchange required by 
the expansion in consumption. This choice never seems to 
have been considered. State expenditure developed step by 
step from an expedient designed to stimulate private invest- 
ment into an end in itself. Consumption was confined within 
the limits of the available resources of labour and equipment. 
Accordingly the control of all phases of economic life had to be 
extended.! 


2. National Money Income and Investment, 1928-37. 


This becomes apparent from a consideration of the changes 
in national money income and investment. 

Gross investments in Germany increased in 1937 to the level 
of 1928 of over Rm. 16 milliards p.a. ?—i.e., by almost Rm. 12 
milliards p.a. from the lowest rate reached in 1932. The import- 
ance of State investment proper increased from 28-6 per cent. to 





to appreciate the peculiarity of the German experiment. Otherwise he would 
have chosen a different title for his interesting analysis of the first period of the 
German revival. 

1 In the case of the three great Powers, Germany, Italy and Japan, this is the 
essence of foreign exchange control, and foreign exchange control is the basis 
of their whole economic system (cf. below). The Van Zeeland report and the 
recently published report of the Financial Committee of the League of Nations 
deal exclusively with foreign exchange restriction of a wholly different character— 
i.¢., where these restrictions were imposed to ‘‘ safeguard ” the credit structure, 
the balance of trade and the value of the currency of the restricting country. 
Such systems of control were adopted by the small debtor nations. It should be 
emphasised that conclusions which may be justified in the case of the latter need 
not necessarily be applicable to the former. Restrictions merely aimed at 
preventing the export of capital are a further category. 

? Both figures include inventories. We do not know about the movement 
of the inventory position in the last few years. It is supposed to be rather small. 
In above calculation it is assumed that the rise in inventories was at most 1 
milliard last year—i.e., 40 per cent. of that in 1929, an assumption which is 
reasonable considering the shortage of goods. Net investment increased from 
@ deficit of 1-6 (3-5 if we include inventories) to somewhere about 10-11 milliards. 
Net investment was 7-3 milliards in 1928, the increase in inventories 2-6 milliards. 
There was a gold import of 866 millions. See Marschak and Lederer, Kapital. 
bildung, p. 250. 

112 
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TaB_e III. 
(In milliards Rm.) 
| | | | 
1928. | 1932. | 1933. | 1934. | 1935 1936. 1937. 
1. Nationalincome . - | 74 | 452 466 | 52-7 579 | 626 68-5 
2. Investment : | | 
(a) Total gross . ‘ 13-7 42 51 | 8-3 11-2 13-8 15-5-16-0 
(6) Totalnet . 7-3 —16 —0-°75 2-4 5-6 76 9-10 
(ce) Public gross, incl. | 
transport . 46 1-7 2-2 41 6-5 7-6 8-9 (?) 
(d) Public gross, excl. 
transport . . 2-6 a3 1-4 2-9 _ _ — 
(e) Public net, excl. 
transport . . 15 0-4 0-7 2-2 -- — — 
(f) Public net, incl. 
t rt. 2-3 0-3 0-6 2:2 —- — — 
(g) Private industry : 
Net. ° . 1-1 —0-9 —0-7 —0-2 _ — 
Gross ° 2-6 0-44 0-55 1-07 1-66 2-1 -- 
(hk) Inventories . 2-6 —1-9 0-6 1:3 _ —_ — 
(i) Total gross, incl. 
inventories . 16-1 2:3 5-7 9-6 _ _ 
(k) Total net, excl 
inventories 9-6 —3-5 —0-2 3-7 _ — — 
2b. As per cent. of 1 9-3 _— —_ 4-6 9 12-1 13-9 
1932-33.) 1933-34.) 1934-35.| 1935-36.| 1936-37.| Total over period, 
Increase in gross invest- 
ment . ° ° | 3-2 2-9 2-6 2-0 11-6 
Increase in national income | 1-4 61 | 52 4-7 5-9 23-3 














54 per cent. of total investment.2 The increase in national 
income was Rm. 23-3 milliards, from Rm. 45:2 to Rm. 68-5 
milliards. It was still something like Rm. 7 milliards smaller 
than in 1928. The ratio of net investment to national income 
increased from 9-3 per cent. to 13-9 per cent., gross investment, 
excluding inventories, increased from Rm. 13-7 milliards to 
roughly Rm. 16 milliards—i.e., from 18-2 per cent. to over 23 per 
cent. of the national income. This shift indicates that a 
tremendous pressure must have been exerted on consumption.’ 


1 Jahrbuch, 1937, pp. 533-540, and Reichskreditgesellschaft A.G. Berlin, 
Deutschlands wirtschaftliche Lage an der Jahreswende, 1937-38, p. 6 (quoted below 
as R. Kreditgesellschaft and the year). 

2 This figure for State investment is not identical with either total State loan 
expenditure or total expenditure on armaments (see below). It is not known how 
much money was spent on armaments, and how much of it was financed by loans 
(either out of current savings or out of cash additionally created). Above figures 
presumably include the cost of party buildings, roads, etc. On the other hand, 
munitions proper (shells, etc.), are presumably excluded as well as public 
industrial investment undertaken directly by the State or under compulsion by 
private firms (such as investment under the four-year plan). 

In the first period, moreover, part of the ordinary budget—i.e., the budget 
deficit (caused primarily by the increase in the cost of unemployment relief)— 
was also financed by loans. Above table is significant, however, as it shows the 
mechanism of the recovery in Germany. 

3 In the previous recovery gross investment increased from 8-8 milliards in 
1925 to 13-3 milliards in 1928—i.e., 4-5 milliards. National income rose 59-9 
milliards to 75-4—.e., by 15-5 milliards. Jahrbuch, 1931, p. 320. The elimina- 
tion of price movements from these figures is unfortunately almost impossible. 
The Statistisches Reichsamt (loc. cit.) gives figures for ‘‘ real income ”’—#.e., money 
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It would appear from these figures that the income used for 
consumption has increased only by something like Rm. 11 
milliards—from about Rm. 47 milliards to about Rm. 58-5 
milliards. In 1928 it had been about Rm. 66 milliards. The 
former figure, moreover, includes a far higher proportion of State 
“service,” including armaments, also financed by taxation, 
because the Civil Service, etc., has very much expanded. It is 
rather debatable whether and how far that “ service ”’ should be 
regarded as part of the national “income”’ in totalitarian countries. 

A greater part of German investment, moreover, was made 
possible in 1928 by loans from abroad, which amounted to not 
less than Rm. 3-2 milliards. In the five years between 1925 and 
1929 the net import of capital was Rm. 2-6 milliards per annum 
on the average—i.e., almost half as large as the total internal 
capital accumulation, which is estimated at Rm. 4-9 milliards.1 
Even if we assume that in the absence of reparations payments 
the corresponding sums would have swollen voluntary savings 
and not increased consumption *—a very optimistic assumption 
—internal capital accumulation would have amounted to only 
Rm. 6-6 milliards. In the past few years Germany does not seem 
to have borrowed abroad, except by running up debts through 
her clearing agreements, especially with the countries of Central 
and South-eastern Europe. These amounts could not have been 
large enough to be significant in the present context. Thus an 
increase in internal—individual and collective—saving in Germany 
over the period was much greater than the figures of total net 





income statistics corrected on the basis of the cost-of-living index in terms of 
“1928 ” marks and in milliards : 
1928 = 75-4 1933 = 59-9 1935 = 71-4 
1932 = 56-8 1934 = 66-0 1936 = 76-3 

In the meantime, of course, the population grew from 64-4 millions to 67-4 
millions, and its average age increased. The Saar was, moreover, rejoined to 
the Reich. Austria is not included in the above figures. The average real income 
per consuming male adult (women and children being calculated as part-male 
adults) was still only Rm. 1,371 in 1936, as against Rm. 1,453 in 1928. Un- 
fortunately, the cost-of-living index number, as we shall see below, is open to 
objections, for both the quality of the goods comprising it has changed and the 
cost-of-living index includes the most stable of controlled prices. The retail 
turnover statistics are also somewhat misleading from this point of view. Nor 
does the index of production give us much help. Considering the further difficulty 
mentioned above, I decided to use the uncorrected figures, especially as at this 
stage of the argument the point which must be emphasised is that even the 
German authorities admit a fall in real income per head in comparison with 1928. 
An increase in the rate of savings can, under these circumstances, with good 
reason be attributed to special measures. 

1 Marschak and Lederer, loc. cit. 

* I.e., that the total additional amount raised by taxation for reparations 
did not reduce consumption. 
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investment would indicate. If the average of the last few years 
is contrasted with 1925-29, the discrepancy is even greater. 


3. The Control of Total Demand. 


The statistical data for 1928, the zenith of the previous 
recovery, should have made it clear at the outset that drastic 
measures would be necessary if the desired volume of investment 
was not to provoke a precipitate expansion of general demand 
leading to inflation. The experience of 1934 shows that at first 
the Government under-estimated the expansive force of State 
expenditure. But the methods first evolved to improve and 
maintain effective demand were later adapted for a repressive 
control of consumption and private investment. 


(a) Maintenance of Effective Demand. 

In the first period—the work-creation period—the increase 
in public expenditure was mainly financed by the creation of 
additional cash. The method used was that of bills of exchange 
rediscountable at the Reichsbank. Of the total cost of the work 
creation programme between 1933 and 1935, amounting to Rm. 
5,100 millions, some Rm. 3,100 millions came from this source.! 

This method of financing was continued in the second period 
(after 1935), and was used both for rearmament purposes and 
for the execution of the four-year plan of self-sufficiency. Total 
bill holdings of the German banking system, including the Reichs- 
bank, rose from 10-9 milliards at the end of October 1935 to 15:1 
milliards at the end of April 1938. If we assume that the bill 
holdings outside the banking system did not increase (an as- 
sumption which is justified at any rate for the period for which 
statistics are available),2 over Rm. 4 milliards must have been 
obtained by the State in the last two years by this method alone. 
The volume of bank-notes and bank money consequently increased 
further, though not to quite as great an extent. Most of the bills 
were taken up by the Reichsbank and the savings-bank system. 
The commercial banks increased these holdings relatively little. 
The net increase in the assets of the commercial banks, and even 
of other institutions in the banking system, veils a liquidation of 
debts previously incurred and frozen in the depression. 

The total amount obtained by the State by the creation of 
bills may be estimated as between Rm. 8-6 and about Rm. 18 


1 Cf. Grebler, ‘“‘ Work Creation Policy in Germany, 1932-35,” I.L.0. Review, , 


Vol. XXXV, Nos. 3 and 4, 1937. 
2 Grebler, op. cit., p. 12, and “‘ Germany’s Economic Position at the turn of 


the Year 1936-37,’’ Reichskreditgesellschaft, p. 47. 
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milliards. The two limits are derived by taking the total 
circulation or merely its increase since 1933, according to whether we 
assume that all or none of the circulation of private bills has been 
replaced since 1933 by special bills, and assuming that still only 
Rm. 3 milliards remain outside the banking system. A further 
approximation is possible. According to the League of Nations 4 
the Frankfurter Zeitung? estimated the volume of special bills 
outstanding at the end of 1935 at Rm. 7-5—-8-0 milliards. The total 
volume of bills then amounted to roughly 16 milliards, out of 
which about 4 milliards were Treasury and Tax-remission bills.’ 
Thus roughly Rm. 3-4-5 milliards private bills were at that 
moment still left in circulation, in comparison with Rm. 9-10 
milliards in 1932. The “replacement,” therefore, may have 
amounted to some Rm. 4-5-7 milliards. This estimate is con- 
firmed by an adequate estimate of the position at the end of 1934. 
The proportion of genuine trade bills still seems to be decreasing.* 
The most plausible estimate of “ secret’? Debt of the German 
Government seems about Rm. 13-15 milliards. It must be once 
more emphasised that all estimates are lower limits. As the 
Reichskreditgesellschaft > points out, industry may have been 
forced lately to increase its holdings of bills in order to “‘ mop up” 
its undivided profits.® 
TaBE IV. 
Position of the Reichsbank. Volume of Money in Circulation. 


(In millions Rm.) 





End of February. 





1929. 1933. 1937. 1938. 


| 
| 
I 














Gold and foreignexchange . . . | 2,819 921 73 76 
Advances, discounts and securities . | 2,279 3,140 5,438 6,135 
Discounts 5 ~ ; R 1,876 2,439 4,777 5,637 
Securities ‘ : ; ‘ ~ 93 401 §24 396 
Bank-notes. : ‘ ‘ . . | 4,553 3,356 4,816 5,278 
Deposits . ‘ ; ‘ . a 526 402 785 891 


| 
| 





Total volume of currency, ay 
token money, etc. . < 6,195 5,418 6,727 7,219 1 














? Money and Banking, 1937-38, Vol. II, ‘‘ Commercial and Central Banks,”’ p. 91. 

2 December 29, 1935, No. 662. 

3 Konjunkturstatistisches Handbuch, 1936, p- 139. 

‘ League of Nations, loc. cit. 5 1937, p. 52. 

* The League of Nations (loc. cit.) gives two non-German estimates according 
to which the total circulation of “ special ’’ bills increased from Rm. 8-6 milliards 
to Rm. 12-6 milliards in September 1937. The first figure seems to be too low. 
The increase, however, seems rather an overestimate. Cf. below the estimate of 
total Government expenditure. 
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TABLE V. 
Bill Portfolio of the German Banking System. 


(In millions Rm.) 





End of April. 























| 1928. | 1933. | 1936. 1937. 1938. 
Reichsbank . . | 2,497 | 3,149 | 4,424 5,153 5,853 
German Golddiscountbank * 2 6 | 274 750 656 1,004 
Konversionskasse . : ‘ — | — | 223-3 373°3 577-3 
State Banks : - eal 508 | 663 | 986 1,091 1,192 
Girozentralen ‘ : : 182 | 341 | 1,566 1,873 2,134 
Savings Banks? . . -| oy | oe] Be 221 247 
Five Big Banks . . | 2,509 1,699 | 2,374 3,156 3,037 
Twenty other Commere ial ; 
Banks ; - : = 495 638 | 1,140 1,219 1,085 
Total . . .| 6,481 | 6,868 iM, 603 | 13,742 | 15,129 





(b) Limitation of Consumption. 
The increase of consumption demand which had to result 
from this expansion of investment was limited partly by taxation, 


partly by direct measures. 

The ratio of taxation to national income seems to have in- 
creased by over 50 per cent. since 1929—from 17-5 to 26-3 per 
cent. To this must be added the forced saving imposed through 
compulsory social insurance which has yielded considerable sur- 
pluses in the last few years. The bulk of the taxation seems to 


1 In October 1928 total bill circulation amounted to Rm. 12-9 milliards. 
The amount then held by the banking system was Rm. 6-8 milliards. In October 
1932 it was Rm. 10-6 and Rm. 6-6 milliards; in October 1933 Rm. 10-7 and 
Rm. 7-5; in October 1934, Rm. 13-1 and Rm. 9-5, and in October 1935 Rm. 14-7 
and Rm. 11-2, in April 1936, Rm. 15-2 and Rm. 12-2 milliards respectively. The 
amount of bills outside the banking system shrank from Rm. 6-1 milliards in 
1928 to Rm. 4 milliards in 1932 and to Rm. 3-5 milliards in 1935. By the 
beginning of 1936 it is reported at less than Rm. 3 milliards. 

2 Excluding its own bills. 

3 Treasury bills are shown together with securites. 

4 In 1928 national income was Rm. 75-4 milliards; tax revenue of the Reich, 
States and Municipalities was Rm. 13-2 milliards ; the contributions to unemploy- 
ment insurance Rm. 0-8 milliards. In 1937 these figures were Rm. 68-5, 18 and 
1-6 milliards respectively. Taxation and insurance contributions now amount 
to 28-6 per cent. of national income, against 18-6 per cent. in 1928. Taxation 
has increased even in comparison with the low point of the depression. For 
1932 the total tax burden is estimated at 25-4 per cent. The Reichskreditgesell- 
schaft (1938, p. 74) now estimates it at 29-5 per cent. The increase in the tax 
yield is mostly due to the buoyancy of revenue and increasing severity of measures 
against tax evasion. The nominal rates were mostly left at the (very high) 
levels established during the depression (the rate of the tax on corporations was, 
however, increased 50 per cent.). 
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be of a non-progressive, if not regressive nature. It is interesting 
to contrast the division of income with the division of taxation. 


TaBLE VI. 
Revenue from Taxes and Customs Duties. 


(In millions Rm.) 





Financial Year (April 1 to March 31). 





i 
1935-36.) 1936-37, 1937-38. 












































1928-29 1932-33.| 1933-34.) 1934-35. 
I. Taxes mainly on pro- 
perty : . 
Income tax 1,524 543 520 775 1,075 1,584 2,219 
Tax on corporations . 608 106 210 320 593 1,047 1,553 
Property tax . 451 330 307 303 303 360 366 
Total 2,583 979 1,037 1,398 1,971 2,991 4,138 
II. Taxes mainly on nea: 
Wage tax : 1,415 749 730 899 1,362 1,544 1,760 
Turnover tax . 1,000 1,354 1,516 1,873 2,020 2,389 2,754 
Excise 1,772 1,6£18 1,719 2,104 2,229 2,320 2,547 
Duties 1,105 1,106 1,065 1,149 1,249 1,333 1,595 
Total 5,292 4,627 5,030 6,025 6,860 7,586 8,656 
Ill. Rest, not ‘cored 
enumerated 1,150 1,041 779 800 823 915 1,170 
Total revenue from | 
taxations and cus- | | 
toms . i - | 9,025 6,647 | 6,846 8,223 9,654 | 11,492 | 13,964 
TABLE VII. 
The Distribution of National Income. 
(In milliards Rm.) 
1929 1933. | 1934. | 1935. | 1936. | 1937. 
Wages and salaries 43-0 26-0 29-2 32-2 35-0 39:3 
Profit of industry and trade # 12-6 6-6 7-9 9-2 10-4 = 
Agriculture ‘ 55 4-2 5-1 5-4 5-5 —- 
Interest 3°3 2-4 2-6 2-6 2-7 -= 
Pensions 9-2 8-5 7:8 7-6 7:3 — 
Rent 0-9 0-7 0-8 0-8 0-8 — 
All private income . 74:5 48-4 53-4 57-8 61-7 _ 
Correction for double count- 
ing . ‘ : +14 | —18 | —0-7 | +01 +09 _- 
National income 75-9 46-6 52-7 57-9 62-6 68-5 





























The distribution between wages and salaries renders the com- 
parison more favourable to the wage-earners as a class only on 


1 Reichskreditgesellschaft (1937-38, p. 41). 


The item ‘‘ Wages and Salaries ” 


includes those of Government employees. It is not stated under which item the 
pay of new State forces (police, etc.) isshown. Pensions include the unemploy- 
ment benefits, but do not include wages paid out in connection with public works. 

* Including individual profits. 
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the surface, considering the amount of the wage tax on the one 
hand and the very great expansion in employment on the other. 


TaBLeE VIII 
Distribution of Salaries and Wages. 


(In milliards Rm.) 

















| | 

1933. | 1934. 1935. | 1936. 1937. 

Cee gk « vee 14-6 16-7 186 | 20-9 
Salaries of insured employees. | 5-7 63 | Fl 8-0 8-9 
Other salaries =... | 82 | 83 | 84 8-4 8-5 
Total . ; | 26-0 | 29-2 | 32:2 | 350 | 383 








There can be little doubt that the taxation was maintained 
at such a level as not merely to absorb what otherwise would have 
been voluntary savings, but also to limit any increase in con- 
sumption. At the same time, the taxation on higher incomes 
seems also to have increased substantially. The levy on 
corporations, which amounted to Rm. 608 millions in 1928-29 
and fell to Rm. 106 millions in 1932-33, yielded Rm. 1,553 
millions in 1936-37,” the yield of the income tax was Rm. 1,523, 
Rm. 543 and Rm. 2,219 millions respectively. To this must be 
added “ contributions ” to party and other purposes (including 
Winter Help demanding over 400 millions), which are very 
effectively enforced and which seem to fall heavily on the higher 
incomes. 

Taxation was supplemented by direct measures to prevent the 
increase in private money demand in addition to the continued 
expansion of State expenditure from resulting inmonetaryinflation. 

A potential threat to monetary equilibrium was eliminated 
by the rigid fixing of wage rates. The money-wage bill increased 
by Rm. 8-7 milliards—from Rm. 12-1 in 1933 to Rm. 20-9 milli- 
ards in 1937. But in the case of industrial workers 65-1 per cent. 
of this increase was accounted for by the increase of employment, 
and 11-4 per cent. by the lengthening of the working day. Only 
13-4 per cent. of the total increase was due to a rise in wage 


1 The gross industrial wages bill—before the payment of taxes and contribu- 
tions—increased from Rm. 5-9 milliards in 1933 to Rm. 10-58 milliards in 1936 
and 11-9 milliards in 1937 (excluding the Saar-Territory). Industrial employ- 
ment increased from 67 in 1933 to 100 in 1936. Reichskreditgesellschaft (1938, 
p. 43) and Jahrbuch (1937, p. 340), cf. also below. 

2 The rate of tax was increased from 20 to 30 per cent. in September 1936 
Reichskreditgesellschaft, op. cit., 1938, p. 19. It is to be increased further to 
35 per cent. in 1938-39 and to 40 per cent. in 1940. 




















1938] THE NATIONAL ECONOMY OF GERMANY 473 


rates, and the remaining 10-1 per cent. was due to the promotion 
of workers into higher paid categories.? 

One must not forget, moreover, that the yield of the wage 
tax and insurance contributions increased considerably: the 
former from 3-5 per cent. of average earnings to 4-5 per cent., and 
the latter from 8 per cent. to 9 per cent.2, The absolute figures 
are Rm. 1,000 millions from the former, and Rm. 400 millions from 
the latter. There was also an increase in the surplus of other 
social insurance funds of Rm. 300 millions. A large part of the 
increase in other tax revenue was also paid by the worker. 
There was, moreover, a fall of Rm. 2,400 million in relief expendi- 
ture. The net increase in the money income of labour therefore 
amounts only to something between 3 and 5 milliards—.e., 
between 25 and 40 per cent. (whilst employment rose 47 per cent. 
and working hours 10 per cent.) * according to what proportion of 
the wage tax and insurance contributions we attribute to the 
working class in contrast to other employees. 

A further curtailment of the potential increase of consumption 
was induced by a strict limitation of dividend payments.‘ Divi- 


1 Institut fiir Konjunkturforschung, as quoted by Reichskreditgesellschaft 
(1938, p. 43). 

2 The average weekly earnings of German workers, according to Statistiches 
Reichsamt (Wirtschaft und Statistik, 1938, p. 159) and the Reichskreditgesellschaft 
(op. cit., 1938, p. 44) increased from Rm. 0-70 per hour in 1933 to Rm. 0-76 in 
1937—4.e., 8-5 per cent. (it was 0-96 Rm. in 1929). The weekly pay increased 
from Rm. 30-7 to Rm. 36-1—.e., roughly 20 per cent (against Rm. 44-9 in 1929). 
The deductions from the wage increased from Rm. 3-8 to Rm. 4:9. Thus the 
net money wage increased only from Rm. 26-9 to Rm. 31-2 (against Rm. 38-6) 
—i.e., 16 per cent. These statistics seem to contradict somewhat the evidence 
submitted by the Konjunktur-Institute. In an effort (Weekly Report, 10th year, 
No. 718 ; (Feb. 24, 1937, Supplement) to refute some unnamed foreign critics, the 
institute produces figures, according to which the average income of workers and 
employees (including managing directors) increased by 7 per cent. between 1933 
and 1936. Considering that very high salaries are included in this calculation, 
and also considering that tax and other contributions are not excluded, this 
estimate must be deemed to be incompatible with the above, also official, estimate. 
The same publication also states that the number of Government employees did 
not increase during the period (p. 4). It would be interesting to know under 
which class the increase of the secret and other police, of the staff of the foreign 
exchange and other economic control institutions, of the Nazi party and semi- 
military organisations and, above all, of the army (both officers and privates) 
is carried in these statistics. We shall return below to the social significance of 
these statistics. 

* The effects of the price policy will be discussed below, 4 (f). 

* Lohnstockgesetz of 1934. The League of Nations Monetary Review, 1937-38, 
p. 56, rightly points out that this limitation of dividends did not contribute 
much support to the funding operations: in 1934, e.g., the amount received 
was only 30 million marks. But apart from preventing share speculation, 
which the Review mentions, it had the important effect of preventing the 
increase of consumption. It incidentally increased the undivided profits whose 
use could be controlled directly. Cf. below. 
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dends were not permitted to be increased above 6 per cent. (in 
certain cases 8 per cent.), and the surplus had to be handed over 
to the Government against its long-term obligations. 

In spite of these measures there has been a considerable in- 
crease in individual voluntary savings, which were mostly kept 
in the form of deposits. The increase of the volume of savings 
deposits was roughly Rm. 1,800 millions in 1937, that of the 
assets of insurance companies Rm. 529 millions. But a further 
Rm. 1,700 millions of private savings seem to have been available 
for long-term issues. 


(c) Control over the Capital Market and Private Investment. 


The second, not less important task was to canalise savings 
into the desired directions, or, in other words, to take care that 
investment was restricted to projects determined by the State, 
to control what Mr. Harrod calls the “ relation.”’? On the monetary 
side, the capital market was placed under rigid control.? Private 
capital issues were made subject to Government permission. 
Much the greater part of all issues consisted of the funding of 
the Reich. Whereas in 1928 public corporate borrowing did not 
amount to more than Rm. 663, in contrast to over Rm. 1,600 
million private issues, in 1937 the relation was inverse, Rm. 3,150 
to less than Rm. 600 millions.5 Altogether, the gross borrowing 
of the Government by long-term issues amounted to more than 
Rm. 11 milliards since the beginning of the fiscal year 1935-36. 
The amortisation of long-term internal debt was Rm. 1-75 
milliards. The total published net borrowing (i.e., excluding 

1 Cf. Reichskreditgesellschaft. The last funding loan of Rm. 1,600 million seems 
to have been subscribed to a considerable extent by investors other than banks. 

2 In so far as munitions are considered in this connection as consumer's 
goods, and in so far as there was some rise in total consumption, it is the ‘‘ relation” 
proper. Two qualifications have to be added, however. First, an antivipated 
rise in consumption may have an “‘ anticipated relation effect.’” Secondly, some 
investments may lead to a necessary direct rise in others, and this may be called, 
with some licence, ‘‘ investment ” relation. These latter were more important in 


the German case. 

3 For the relevant laws see: Fiinf Jahre Nationalsocialistische Wirtschafts- 
gesetzgebung Wochenbericht, No. 12-13, Vol. XI, 1938, Konjunktur-Institute 
(quoted below, Fiinf Jahre, etc.). 

4 There seems to be a greater willingness lately to permit the finance of 
dwelling-houses. Of the Rm. 2,000 millions made available for this purpose 
(1928 Rm. 2,900 millions) only Rm. 200 (Rm. 1,230) millions were public funds, 
the rest either private capital Rm. 430 (Rm. 665) millions or institutional savings 
Rm. 1,135 (Rm. 1,240) millions. 

5 According to the League of Nations (Joc. cit.) capital issues in 1937 amounted 
to altogether Rm. 3,595 millions, of which Rm. 2,691 millions were public bond 
issues, Rm. 724 millions mortgages, Rm. 440 millions (out of which only Rm. 47 
millions bonds) private issues. 
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Special bills), since the inauguration of the regime amounts to well 
over Rm. 10} milliards. Of this some Rm. 800 millions have been 
included in our estimate of short term borrowing. At the same 
time, the volume of cash flowing into the market was large 
enough to lift the price of the 4} per cent. bonds to par against 
66°89 in 1932. Most of these long-term bonds were subscribed 
by the banking and savings-bank system.* 

Control of the monetary side was supplemented and reinforced 
by a stringent supervision of actual real investment. The estab- 
lishment of new companies, the extension of plant, building in 
practically all important branches of industry, were prohibited. 
The authorities could grant general and special exemptions.* Re- 
newal of plant, which was subsidised in the first period of work 
creation, is no longer exempt from taxation. Nor does the State 
direction of corporate savings end there. Through the corporate 
organisation of industry,° individual profits are utilised for a 
variety of purposes. Some of the burden of export bounties are 
borne by industries collectively, so as to offset the loss which 
would have been suffered by exporters as a result of the main- 
tenance of the gold parity. Their earnings are, in certain cases, 
used to keep down prices of certain goods, especially foodstuffs, 
to the consumer, in spite of increased prices paid to the producers.® 


1 This estimate excludes repayments on the foreign debt. We do not know 
how much of the shrinkage of the nominal amount outstanding is due to repay- 
ment on the one hand and to the depreciation of foreign currencies in terms of 
gold on the other. A further possibly substantial error may be caused by the 
fact that amortisation may have been effected by repurchases of obligations below 
par. The estimate is based on Jahrbuch (1937, p. 493) corrected for the issues 
made in 1937 and 1938. The rate of issues seems to be accelerating, with the 
increase of national income. In the last half-year Rm. 3-4 milliards were issued. 
In the wide year 1937 only about Rm*3 milliards were issued. 

2 The long-term securities of the banking system increased Rm. 6,558 millions 
between April 1933 and 1938. The increase last year alone was Rm. 2,031 millions. 
The figure for bills is Rm. 3,866 and Rm. 224 millions. The increase in the 
security portfolio of the Reichsbank between 1933 and 1938 was roughly Rm. 100 
millions, of the savings banks roughly Rm. 4,800 millions. The commercial 
banks took only Rm. 650 millions; the insurance companies about Rm. 1,000 
millions and the social insurance funds about Rm. 1,600 millions. Reichskredit- 
gesellschaft, op. cit., p. 42. 

’ The exceptions, in their turn, were ‘‘ planned ”’: the lifting of prohibitions 
being equivalent to stimulus. The foreign exchange supervision agencies 
represent a further means of control, especially as far as working capital is con- 
cerned (stocks of commodities). Cf. Finf Jahr, etc., op. cit. and Dr. W. Wilmans 
Devisenwirtschaft, Berlin, 1937. 

* Reichskreditgesellschaft, loc. cit. 

5 A useful description of the institutional means of control is given by Prof. 
Landenburger, La Nouvelle Structure Economique de Reich. 

* E.g., the burden of increasing the price of rye was shifted on to the sugar 
industry and breweries (Reichskreditgesellschaft, 1937, p. 46). 
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They are, moreover, obliged to finance a part—estimated at 
30 per cent. of the total—of the investment under the four-year 
plan. Nevertheless some increase has taken place in undistri- 
buted profits which can be freely utilised by the entrepreneurs. 
It has mostly been used to increase working and fixed capital.? 


(d) Public Expenditure and Investment. 

We may now venture an estimate of the order of magnitude 
of the total State expenditure since the beginning of the new 
regime and more especially in the last two years which were 
dominated by rearmament. 

We have seen that the increase in the bill portfolio of the 
banking system was roughly Rm. 2 milliards per year in the last 
two years. This gives us a lower limit for this part of the State 
expenditure, as of course bills outside the banking system may also 
have increased. Funding issues amounted to almost Rm. 8 
milliards, and over Rm. 1-5 of debt was repaid. Total loan 
expenditure, derived from both long- and short-term credit 
operations, in the last two years was therefore at least Rm. 10 
milliards, or an average of Rm. 5 milliards per annum. It may 
have been larger. To this there must be added the increase in 
the yield of taxation over and above what was required for 
ordinary—i.e., pre-armament—expenditure.* According to an 

1 This, incidentally, permits an approximate estimate to the volume of in- 
vestment under the four-year plan. According to the League of Nations, Money 
and Banking 1937-38, Vol. II, ‘‘ Commercial and Central Banks,’’ 1937, p. 91, 
50 per cent. of these investments were financed by public issues. Total private 
issues amounted to 591 millions. Little, if any, financing could have been under- 
taken for projects outside the four-year plan. Thus value of these projects in 
1937 seems to have been of the order of magnitude of 1,000—1,200 millions, or 


about 40 per cent. of the gross total capital investment of the whole of industry. 
2 The increase of the capital items of important German limited liability 


companies in 1934-37 was as follows : 





Fifty Limited Liability Companies with ee (in millions Rm.) at End of— 
a Share Capital of Rm. 2-1 Milliards. 





1934. 1935. 1936. 1937. 
1,487 1,501 1,480 1,563 





| 
Fixed capital * 














Circulating capital* . . . .| 535 619 631 801 
Depreciation . . . . «| 198 211 283 309 
Profit pee ee 148 174 188 
Dividends . ‘ ; ‘ ‘ - | 85 106 120 132 


| 





* Balance sheets, probably understating the increase in capital items. 

3 The last pre-Hitler Budget includes about Rm. 700 millions for the defence 
services. Since then the armed forces have risen from roughly 200,000 to very 
probably 1} million men. It must not be forgotten, however, that the old 
Reichswehr was a costly long-service army, not a conscripted army. 
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official statement, the improvement of the budgetary position 
over the results of the financial year 1932-33—that is to say, 
the increase in revenue and unemployment insurance con- 
tributions and the saving on the cost of unemployment relief 
—was Rm. 10-1 milliards in the financial year 1937-38. In the 
previous year this improvement amounted to about Rm. 7 milli- 
ards. There had been a net deficit, an increase in the national 
debt, of about Rm. } milliard? in the year 1932-33. To this 
has to be added the deficit due to the burden of unemployment 
assistance which is said to have been about 2 milliards.2 The 
amount which in the absence of rearmament and other new public 
expenditure would have appeared as true budget-surplus, and 
could have been used to remit taxation—the amount which thus 
can be regarded as “ collective saving ” imposed on the German 
people—was thus roughly Rm. 4} and Rm. 7} milliards in the past 
two budgetary years respectively. It is still increasing. Thus 
we arrive at a figure of about Rm. 8-5 and Rm. 13 milliards for 
total extraordinary Government expenditure in the two financial 
years 1936-37 and 1937-38 respectively.? It is also increasing. 
This figure includes both extraordinary investment and other 
additional expenditure. The annual rate of total public (Reich 
and all its units) expenditure ® thus seems at present to be in the 
neighbourhood of Rm. 23-25 milliards—i.e., over 35 per cent.— 
and public loan expenditure something like Rm. 6-7 milliards— 
ie., over 10 per cent. of the national income. These figures, of 


1 Reichskreditgesellachaft, 1938, p. 73. 

2 Konjunkturstatistisches Handbuch, 1936, p. 161. 

3 This figure is subject to even more doubt. The deficit on unemployment 
assistance was partly carried by the States and other units of the Reich, partly 
met by accumulated reserves, partly by other undisclosed borrowing. A detailed 
analysis is not possible within the scope of this article. 

* According to the Economist (Vol. CX XXII, No. 4954, p. 276), tax revenue 
in the first quarter of the current financial year amounted to not less than 
Rm. 3-671 millions, as against Rm. 3-077 millions last year—.e., an increase of 
almost 20 per cent. 

5 The significance of these figures can be perhaps better appreciated if it is 
remembered that the increase in the British armament expenditure is now roughly 
£270 millions per annum (including the latest supplementary estimates)—i.e., 
roughly 6 per cent. of the national income. The corresponding German ratio is 
17 percent. In terms of wage units this is perhaps not more than Rm. 4-5 milli- 
ards. The increase in Great Britain was, moreover, not accompanied by a change 
from long-service to conscript army. British public (State and Local) expendi- 
ture is not more than 25 per cent. of national income. The deficit is less than 
3 per cent. 

* As no figures for expenditures are published, they have to be estimated by 
adding to the known statistics of the public revenue the amounts borrowed on 
short and long term. This may, of course, seriously underestimate total 
expenditure as neither the non-tax revenue nor the upper limit of borrowing 
can be ascertained. As a lower limit the figures seem interesting. 














eS 





478 THE ECONOMIC JOURNAL [SEPT 


course, still under-state the importance of total State controlled 
expenditure and investment, as they exclude the bulk of the cost 
of the four-year plan and the whole of other, similar, “ private ” 
investment. 

A further calculation seems possible, but even more precarious 
than the preceding, as it is more than doubtful whether armament 
expenditure is included in the estimates of public investment. 
According to the Institute for Business Cycle Research, this 
aggregate public gross investment—including investment on all 
transport—amounted to Rm. 7-6 milliards in 1936. In 1937 
it may have been as much as Rm. 8-5. In 1932 public investment 
is given as Rm. 1-7 milliards. The increase in public investment 
is therefore roughly Rm. 7 milliards. If we make the doubtful 
assumption that this figure contains all armameiuts as well as pre- 
sumably the increase in the cost of concentration camps, tri- 
umphal arches, new roads, canals, Brown Houses and stadia, a 
further step is possible. Some of the above items are known. 
Some Rm. 1,000 millions of this increase were used for the upkeep 
and construction of roads and railways.1 This would leave for 
all other Government investment expenditure an average of 
roughly Rm. 5 milliards per annum,’ which is disproportion- 
ately low in comparison with the total increase. The difference 
between the two items for total investment and total expenditure 
—i.e., Rm. 3 milliards—should give the amount which was spent 
on extraordinary non-investment expenditure (cost of additional 
administration and defence forces, State subsidies to the Social 
insurance funds, to the party, Black guards, etc.). 

The aggregate extraordinary expenditure since the beginning 
of 1933 (including civil work creation) thus seems to be some- 
where between Rm. 31 and Rm. 42 milliards, according to which 
hypothesis we accept for estimating total borrowing.’ The 
aggregate collective saving amounts to Rm. 12-5 milliards.* 


1 The cost of roads in 1935 was Rm. 934 millions, of canals Rm. 135 millions. 
It is not likely that these items have increased substantially. Stat. Jahrbuch., 
op. cit., 1936, p. 538. Investment in railways even in 1935 was still less than 50 
per cent. of the 1929 peak, and less than in 1934. 

2 The British figure for armament investment is roughly £230 millions. 

3 Mr. Crump arrives on the basis of a somewhat different calculation to limits 
of between Rm. 10 and 15 milliards per annum. See op. cit., p. 24. Similar 
figures were quoted in the House of Commons by Mr. Churchill. 

4 Reichskreditgesellschaft (1937-38, p. 78) estimates the aggregate improve- 
ment in tax revenue and the saving on unemployment relief at Rm. 25-7 milliards. 
This figure includes the “‘ deficit ” for 1932-33 of about Rm. 2-5 milliards. Thus 
for 5 years Rm. 12-5 milliards must be subtracted. The Reichskreditgesellschaft 


does not make this correction. 
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It is obvious that these figures cannot claim to be more than 
a vague indication of the orders of magnitude involved. 


4. The Control of Commodity Markets and of Foreign Trade. 


(a) The stabilisation of money wages is the basis (and pro- 
bably the cause) of the extension of direct control over production 
and prices. Once money wages were fixed—partly perhaps with 
the object of spreading public work, but mainly because of the 
fear of inflation—the control of retail prices became politically 
necessary. At first merely the restriction of the increase in prices 
was attempted. Step by step the Government were forced to 
extend regulation over the whole cost structure (the system of the 
so-called Markt-Ordnung). A useful description of the institu- 
tional organisation of these controls is given by Prof. Laufen- 
burger. In vital commodities the market mechanism was partly 
replaced by rationing. Lately this control has been extended to 
other elements of cost. Rigid profit margins were fixed instead of 
proportionate margins, and though the prices of foreign commod- 
ities could not be controlled, the impact effect of their fluctua- 
tions was restricted to the minimum. The location of industry 
is now also regulated. We have already mentioned the extension 
of control on the use of profits and of investment (especially 
stocks). The problems arising from this ossification of the price 
and cost structure, the question of a “just price”’ and their 
effect on efficiency and adaptability of the economic structure, 
cannot be discussed here. 

(6) As a result of these controls price movements were very 
much smaller in Germany than abroad? (apart from an initial 
rise in the agricultural price level).* 

1 Op. cit. See also Finf Jahr, etc., op. cit. 2 See Table I. 

® The prosperity of agriculture seems to have been one of the principal aims 


of the régime (‘‘ Blut und Boden’’), The agricultural output has not increased 
more than 10 per cent. since 1932-33 : 


1927—28-1928-29 . - 100 1934-35 ‘ ° - Lis 
1931-32 ° é - 108 1935-36 ‘ ‘ - to 
1932-33 ° . - 104 1936-37 ° . - 113 
1933-34 ° ‘ - NW 


in spite of the increase in agricultural prices from 60-9 in April 1933 to 78-7 in 
April 1938—i.e., by roughly 30 per cent. (1928 = 100), and very considerable 
(last year over Rm. 1 milliard) investments and the supply of additional labour. 
Some of the increase in agricultural prices which raised the net money receipts, 
including wages of agriculture, from 1-6 to 3-7 milliards and the income of land- 
owners from 300 to 2,100 millions was borne not by the consumer, but by industry 
and by rationalisation of distribution. But it is more than probable that the 
index of retail food prices, which shows only an 11-6 per cent. rise in the same 
period, understates the price movement. The desire to achieve self-sufficiency 
in bulk-foodstuffs favoured the great landowners. 
No. 191.—vou. xiv. KK 




















480 THE ECONOMIC JOURNAL [SEPT, 


Wholesale prices of manufactures rose only from 70-2 to 
79-4 (1928 = 100) between April 1933 and 1938. This rise veils 
two opposite movements. The price of capital goods fell by 
1 per cent., from 83-3 to 82:5. The wholesale price of consump- 
tion goods rose by 24-4 per cent. from 62-4 to 77-6. If we con- 
trast this with the opposite movement in the rate of production 
of capital and consumption goods, the complete control of the 
Government over production becomes apparent. 

(c) The cost-of-living index rose from 76-4 in 1933 to 82-8 in 
1938. Most of this rise is due to clothing—which increased from 
62-0 to 76, and is still rising—and to food (71-6—79-9) (1928 = 
100). This index does not, however, reveal the whole picture. 
The controlling authorities now force an admixture of poor- 
quality substitutes with raw-materials which have to be imported 
from abroad. 

(d) The supply of labour was artificially diminished in the 
first period ; this policy had to be reversed, as labour became scarce. 
The restrictions on the freedom of domicile? and work, which had 
been improved in the time of unemployment, was used to in- 
crease the labour supply over and above the natural addition to 
the number of people of working age. According to the Institute 
for Business Cycle Research,? between August 1936 and 1937 there 
was an increase of 470,000 workers over and above the increase 
due to the normal growth of the population. Some 200,000 
women were newly employed (there is no ban on married women 
working) and 170,000 men were recruited from other occupations.' 
The control of investment, moreover, was supplemented by a 
control of the employment of skilled labour. 

(e) The increase in total demand resulted in a reversal of the 
favourable balance of trade. The control of foreign transactions, 
which under Briining served almost exclusively to prevent a 
flight of capital, began to be used for conscious management of 
foreign trade. In her economic relations with foreign countries 


1 In the textile industry the relation of imports to the production of substi- 
tutes changed considerably. 

2 Agricultural labour was forbidden to take work in towns and was sent back, 
etc. See Fiinf Jahre, etc., op. cit., p. 3. The proportion of women in industry 
was then reduced from 29-3 per cent. in 1933 to 24-7 per cent. in 1936. See 
Stat. Jahrbuch, op. cit., 1937, p. 344. 

3 Halbjahrsberichte zur Wirtschaftslage, Vol. 13, No. 1, 1938, p. 9. 

4 A strong pressure is exerted on small middlemen and handicraftsmen to give 
up their independence and increase the supply of skilled labour. But apart from 
these forceful measures, much educational effort has been used and the mobility 
of labour increased. Great care is taken to prevent juveniles from entering 
dead-end occupations. The Commissioner is empowered to conscript labour 
and is using this power energetically. 
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Germany was very much helped by the depreciation of currencies 
in terms of gold and of commodities, and the increasing lethargy 
of the foreign creditors in face of a debt moratorium which as- 
sumed more and more the character of a partial default. The 
burden of the foreign debt decreased from about Rm. 1,426-1,674 
millions? in 1931 to Rm. 250 millions in 1937.2 This freed con- 
siderable productive forces for internal development. 

But the German foreign exchange policy must only be dis- 
cussed here in so far as its influence on the control of investment 
and the level of consumption is concerned. Whilst nominally 
remaining on the pre-crisis gold-parity, German foreign trade is 
now partly conducted on a pure barter basis, partly by way of 
export bounties; or equivalent arrangements—i.e., selective de- 
preciation—the cost of which is imposed either on industry? or 
on foreign creditors or on Jews desirous to export their capital. 
This control of foreign commercial exchange transaction became 
the fulcrum of the central control of all important primary com- 
modities. At the same time the inevitable red tape and the un- 
certainty about the final aims of these measures led to much 
confusion and caused frictions (deterioration of quality), which in 
time impeded exports.‘ Detailed statistics show that Germany 
used the relatively more favourable international export position 
she attained since 1935 not so much to lessen the frictions in the 
export consumption sphere as to increase her imports of raw 
materials needed for armaments and cognate purposes. These 
are now far above the 1928 level.* The increase in State 
expenditure meant not merely an increase in the demand for 
certain raw materials, whilst the demand exerted before was 
hardly diminished, but also the decrease of potential exports. 
As long as there was unused productive capacity this considera- 
tion was not of overwhelming importance, both because the in- 
crease in State expenditure could be accommodated as an addition 
to total output, and because this was relatively easy to accom- 
plish. Most of the difficulties in German trade could even then 
be attributed to the strain which was caused by the feverish rate 
of increase in State expenditure. 

(f) These considerations enable us to give some account of the 
development of the real income of the working class. We have 


1 BIS. Report of the Special Advisory Committee, Basle, Dec. 1931. 

2 Reichskreditgesellschaft, op. cit., 1937-38, p. 88. 

3 Cf. § 3 (c), above. 

4 Reichskreditgesellschaft, op. cit., 1937-38, p. 37. 

5 See de Feis, ‘‘ Raw Materials and Foreign Policy,’’ Foreign Affairs, New 


York, July 1938, p. 579. 
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seen that some doubt exists whether the increase in its net money 
receipts was not smaller after taxes were paid than the increase 
in employment, and that therefore net money receipts per head 
employed did not decrease. Employment had increased from an 
average of 12-5 millions in 1932 to an average of 18-4 millions in 
1937. It is now over 20 millions, excluding the defence forces 
and Government employees. An additional source of uncertainty 
is introduced by the fact that we do not know whether the pay 
of the latter is included in the wage statistics. If we take the 
income per head of employed and unemployed together, we may 
say that there was some increase in income per family. There 
was, however, an increase of roughly 10 per cent. in numbers 
employed over and above these previously unemployed. The 
rise in the cost of living was, according to official statistics, 8-9 
per cent. between 1933 and the beginning of 1938. The increase 
in consuming power per worker (employed and unemployed) is 
somewhere between 7 and 17 per cent. This does not take into 
account the very considerable deterioration of the quality of 
certain goods. In so far as this can in some instances be offset 
by increased domestic work (mending of bad quality cloths), 
it need not imply a fall of consuming power proportionate to 
worsening of quality. The measures against waste also tend to 
maintain consumption at a smaller cost. The worker, on the 
other hand, benefited by a paid holiday and cheap facilities 
for the ‘‘ approved’ enjoyment of leisure. Indeed, this device 
was used consciously to shift consumption towards directions 
where the supply was, or could be made, elastic (Konsumlenkung) 
and avoid as much as possible the necessity for direct rationing 
action. If the price policy for agrarian goods and protective 
tariff militated against the low-income classes, the policy of 
rationing vital commodities and stabilising their prices made the 
distribution of available consumption goods more even. The 
complete prohibition of foreign travel and of the import of heavy 
goods had similar effects. Nor must it be forgotten that 
*‘ voluntary ”’ contributions were enforced on the rich, and part 
of their individual profits was used for public purposes. The 
distribution between classes of the (relative) burden of rearmament 
and autarchy is less regressive than the above statistics would 
suggest. 

A certain satisfaction—how long it will last is uncertain, 
considering the increasing strain of long working hours and the 
new feeling of insecurity arising out of the threat of being con- 
scripted to work far away from home—is derived by the worker 
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from the fact that employment is stable. And Germans seem to 
enjoy the feeling of national greatness and value personal liberty 
and legal security, as it would appear, less. 


5. The Working of the System. 


We may now sum up the results and implications of our 
statistical survey and try to give an account of the working of 
the system. 

(a) A very considerable reserve of unemployed productive 
power was available in Germany at the beginning of the new 
régime, as a result of the preceding extreme deflationary policy. 
It is fallacious to suggest, therefore, that the whole cost of mili- 
tarisation has been borne wholly or largely by the population 
being deprived of part of their real income which they actually 
enjoyed when the democratic system fell. The re-employment 
of this reserve of productive power went far to offset any loss in 
real income caused by the increase in costs due to determination 
to become independent of foreign supplies in essential raw materi- 
als and to support a very considerable rearmament programme. 
The success of the German Government in mobilising the unem- 
ployed productive capacity of the country was, moreover, helped 
by the fact that productivity (returns per head) was bound to 
increase in many industries with increasing employment. But 
with capital and labour fully employed in essential industries, 
returns have begun to fall (e.g., in coal and iron ore mining) and 
are likely to fall further if the present policy is intensified either 
in the direction of increased barren investment or increased 
autarchy.+ 

(6) The method actually used to increase employment was to 
increase public investment. Inflation was prevented by limiting 
the automatic expansion of consumption and private investment 
consequent to this expansion—or, in other words, to enforce 
increased collective and individual saving whilst limiting private 
investment. It would not be quite accurate to say that this very 
high rate of investment in relation to total income has been 
achieved at the cost of the wage-earning and salaried classes and 
by way of inducing a shift towards the profits of the big cor- 


1 Germany, moreover, was able to draw after 1932 on her accumulated stock 
of working capital. According to the Reichskreditgesellschaft (op. cit., 1936-37, 
p. 54), these stocks were valued at not less than Rm. 27 milliards at the beginning 
of the crisis in 1929. Even in 1932 they were Rm. 20 milliards, and most of the 
shrinkage was due to the fall in prices. The measures against waste and the 
limitation of stock had identical effects. ‘These measures can hardly be repeated. 
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porations.!_ The actual distribution of sacrifice, however, as we 
have seen, was somewhat fairer than is indicated by the statistics. 
(c) The initial and primary means of financing public invest- 
ment was through the creation of cash by drawing bills of 
exchange rediscountable at the Reichsbank. As a result of the 
additional loan expenditure employment, there was a rise in 
national income and tax revenue. The increased buoyancy of 
revenue was not used to remit taxation, but to increase State 
expenditure further—which to that extent became an alternative, 
instead of being an additional expenditure. When voluntary 
savings began to increase—in spite of the drastic measures of 
taxation—they were also used to finance Government expendi- 
ture or such private investment as the Government desired.? 
During the deflation period cash reserves (income, business 
and precautionary deposits) had been depleted. The cash 
created by the Reichsbank therefore was available to replenish 
these reserves ; so that there was no need for a rise in the velocity 
of circulation or in the short-term rate of interest, due to the rise 
in incomes. The short-term market rate of interest declined 
from 4-18 per cent. in 1932 to below 3 per cent. It is now 2-67 
per cent.® 
The emergence of excessive cash reserves is prevented by a 
peculiar form of market operations. These take the form of a sale 
by the Golddiscountbank (a subsidiary of the Reichsbank) of its 
own bills (Solawechsel) to the commercial banks and the use of the 
proceeds to buy Government bills rediscounted at the Reichsbank.‘ 
1 This seems to be the interpretation of Prof. Laufenburger, op. cit., p. 27. 
It is true that the high profits associated with full employment would have 
tended to increase money wages in the absence of Government regulation. The 
increase in money wages, however, would have resulted in a cumulative infla- 
tionary process. After its inevitable breakdown, labour would have been thrown 
out of work. Thus, in so far as the regulation of wage rates is an essential con- 
dition for the steady maintenance of full employment, the limitation of wage 
rates may not over a longer period represent a fall in the average earnings of 
labour in comparison with a free system. This does not mean that the standard 
of life could not have been raised in the absence of rearmament and autarchy. 
? This policy may seem contradictory to those who still regard the loan 
expenditure of the German Government as a means rather than anend. On the 
one hand, the State indulges in loan expenditure. On the other, it prevents this 
loan expenditure from having the desired monetary effect. Full employment, it 
may be argued, could have been reached without the State continuing to increase 
its debt. If we remember, however, that the aim of the Government was to 
achieve its maximum activity in a certain desired direction, the method applied 
becomes intelligible. 
3 League of Nations Bulletin, 1938, No. 7, p. 348. 
* The volume of these Solawechsel fluctuated between Rm. 30 and Rm. 1,240 
millions in the last years. After each funding operation it diminished. B.1S. 
Report, 1937-38, p. 81. 
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This procedure is similar to the policy adopted in England during 
the War of paying interest on bankers’ balances. It reduces the 
cash reserves of the other banks. 

It is obvious that further creation of cash will be necessary with 
the normal growth requirements resulting from the continued 
expansion of the economic system. It is irrelevant whether this 
will take the form of credits to industry rather than to the 
Government, though in the former case frictions may develop, 
as lending to industry might be considered by the banks (though 
without any real reason, as long as the present system continues), 
riskier than investing in short-term Government securities. 
After full employment is reached, and if the Government does 
not choose to utilise the powers of control at its disposal, the rate 
of creation of cash will have to slow down if price movements are 
to be avoided. These powers (over the capital market, including 
undivided profits, as well as over both wage rates and the private 
employment of labour, together with taxation and possibly 
rationing) are amply sufficient, not only to prevent any undesired 
rise in demand—.e., velocity of circulation—but even to depress 
it further—t.e., enforce hoarding. Therefore, provided only 
State Loan expenditure at full employment is kept within the 
capacity of the productive system—having due regard to the 
permitted level of consumption and private investment—no 
danger can arise even if the whole of the public-loan expenditure 
is financed by the issue of bills and the creation of cash.? 


1A similar mechanism was used successfully by Germany during the 
World War. In spite of the fact that she covered a far smaller part of her war 
expenditure by taxation than England, price inflation in Germany was small 
until the end of 1917 because the increase in the volume of cash, and thus of 
effective private demand for commodities, was successfully kept in check by 
funding operations. Cf. Graham, Exchange, Prices and Production in Hyper- 
inflation Germany, p. 25, and Bowley, Prices and Wages in the United Kingdom, 
1919-20. 

2 It is comprehensible that Dr. Schacht still asserts on every occasion that 
financing through the issue of bonds is ‘‘ sounder ” than through the drawing of 
bills. As the German savings are mostly held in the form of deposits, both bills 
and securities have to be bought by the banking system. The ‘‘ soundness ”’ of 
financing depends, therefore, on whether the owner of saving deposits does not 
suddenly decide to dissave, to spend these deposits, for in that case an additional 
money demand for goods—i.e., monetary inflation at full employment will 
originate. If the Government, then, is not prepared to restrict credit in general 
—4.e., let the rate of interest rise, it must prevent that potential additional demand, 
that command over goods stored up in previous periods, from becoming effective 
in the present. This is what happened after 1918, and what produced the 
amazing increase of the velocity of circulation. If up till 1918 inflation lagged 
behind the creation of cash, after that it left it far behind. This cannot be 
prevented except by direct control, unless a forced funding is decreed, because the 
greater part of German investors do not seem to be willing to part with their 
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Provided this condition is fulfilled the form of financing is 
immaterial. 

The sterilisation of excess balances by open-market operations, 
the sale of assets, acquired by the Reich during the depression or 
lately confiscated, to private investors—an operation which has 
the same effect in “ sterilising ’’ previously created cash—are not 
essential, technically, for the smooth working of the Nazi system. 
They are important—very important—socially only. These 
measures and the insistence on the necessity for voluntary saving 
and for financing through the issue of funding loans placed, as 
much as possible, directly with investors, obviate the necessity 
of utilising fully the coercive powers at the disposal of the 
Government and safeguard as much as possible what remains of 
the individualistic system based on private property. The 
alternative policy would imply increasing control and nationalisa- 
tion. Yet, however skilfully the former policy is conducted, the 
question at issue—the question whether a quasi-Socialistic policy 
will not have to be decided upon—depends on whether the 
Conservatives will be able to restrain public expenditure from 
increasing beyond the limit imposed by the available productive 
factors, whether therefore new limitations will not have to be 
imposed on private consumption and investment. If we take 
into account the architectural plans and the further extensions 
of rearmament already announced, some doubt must arise 
whether the tug-of-war for the available labour supply, which 
is the real equivalent of inflation in this controlled system, will 
not increase. It will find its expression not in price movements 
so much as in frictions and shortages in the production process.! 





deposits (though the last big funding was, to some extent, subscribed directly). 
Thus we may say that the ‘‘ soundness ”’ of the German system from a monetary 
point of view depends entirely on the tightness of control over the capital and 
investment markets, and on the efficiency of its control over consumption, 
thus, even in this field, on the efficiency of discriminative price control. The task 
fundamentally is not that the purchasing power must not be created, but that, 
irrespective of the rate of interest, total investment should not rise above limits 
set by the productive capacity of the country. 

1 The discontinuance of the issue of bills may possibly help to enforce 
economy. The ‘‘new’”’ financing policy, as far as one can make out, involves 
the issue of non-rediscountable short-term obligations of the Reich, which 
then are funded by periodic long-term loan issues. As the banks have 
sufficient rediscountable material; as, moreover, the Reichsbank has recently 
been empowered to conduct open-market operations, this change in finance is 
not a safeguard against the frictions which we have described above. One must 
bear in mind, however, that these frictions will not lead to cumulative processes, 
and that therefore, though they might be irksome to the entrepreneurs and to 
those opposed to the extension of controls, they do not imply a fatal threat to the 


system. 
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(d) The control of total demand by the control of consump- 
tion and private investment was supplemented by direct control 
of production through a regulation of prices, supplies and thus 
of profit margins. The regulation of wages and salaries was the 
basis of both measures. It is interesting to note that despite 
these irksome regulations, the high rate of taxation and other 
measures restricting the use of profits, private activity was 
maintained at the maximum level permitted by the State through- 
out this period. This is all the more remarkable considering that 
in other countries—e.g., in France—State loan expenditure was 
of almost the same order of magnitude relatively to the national 
income, interference with entrepreneurs was very much less and 
yet it failed to achieve this result. Some tentative suggestions 
may be offered in explanation : 

(i) There is practically no possibility of disinvestment in 
Germany by capital export. Hence it is all but certain, to say 
the least, that the strict control of foreign exchange transactions, 
which is backed by extremely harsh penalties, was a sine qua non 
of success. 

(ii) It is probable that the regulation of practically all markets, 
prices and costs, in conjunction with the steady flow of Government 
orders, has virtually eliminated risk. Hence the entrepreneurs 
are reconciled to a relatively low rate of profit available at 
their free disposal. The maximum of 6 per cent. therefore seems 
increasingly to be regarded as a guaranteed minimum as well.? 

(iii) The existence of State-directed private investment on a 
large scale, under the four-year self-sufficiency plan. It is pro- 
bable that the rate of investment undertaken by individual firms 
under the plan is more or less dictated by the Government, and 
considerations of individual profitability have little to do with it. 
It is not quite clear, but it is probable, that the profitability of 
these investments will also be ensured by appropriate measures 
taken by the controlling authorities. 


1 There seems to have been also some possibility of charging private outlay 
as expenses despite the increasing tightening of the tax system. 

There is a danger that this transformation of the trader and entrepreneur into 
what are virtually mere agents of the Government, will in due course result in 
their disappearance. They are now given substantial incomes without per- 
forming any functions such as risk bearing. This discrepancy between per- 
formance and reward is increasingly realised and resented by the ‘‘ Left ” wing 
of the party. 

At the same time, the maintenance, as yet, of the titles to, if not of the right of 
free disposal over (and unrestricted enjoyment of the fruits of) property—except 
in the case of certain persecuted minorities, including certain foreigners—seems 
to have created both at home and abroad an atmosphere favourable to the 
regime. 
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(iv) The existence of an administrative penal system must 
have been a very powerful method of preventing any sabotage by 
entrepreneurs, even if at times purely economic considerations 
would have suggested a decrease of their scale of operations and 
investment. 

The effectiveness of some of these factors (especially the second) 
would seem to depend on continuation of State investment at the 
present rate, or else in a controlled increase of consumption. But 
where the State has such effective means at its disposal for regu- 
lating the level of consumption, the problem of an insufficiency 
in the marginal efficiency of capital for private investment need 
not arise within wide limit. Indeed—as we have seen—the 
danger at present is in the opposite direction, and special 
measures are necessary to prevent a runaway inflation. 

(e) Incidentally the high rate of investment resulted in a 
process of far-reaching change in Germany’s productive structure. 
Industries» producing capital goods are fully employed, and a 
considerable shortage of labour exists there. Productive capa- 
city in the investment-goods industries is being enlarged. But 
capacity in consumption-goods industries is not fully employed, 
and it is even doubtful whether in some of these industries 
capacity is maintained. At the same time, new industries for 
the production of substitute raw materials are being built.2 A 
considerable transference of labour to the production-goods in- 
dustries is also proceeding. 

(f) The control of foreign trade and foreign exchange trans- 
actions has several functions essential to the working of the whole 
system : (i) it prevents disinvestment by export of capital ; (ii) it 
enables the authorities to control all production and all consump- 
tion needing foreign imports. This permits a discriminating 

1 Incidentally the “ courts of honour ”’ established to supervise entrepreneurs 
seem to have the function of ensuring the maintenance of efficiency despite the 
abolition of the profit motive and the free-market mechanism as an incentive. 
In the longer run, however, this method may not be very effective. 

2 According to the Statistical Board, only 65-1 per cent of the exising pro- 
ductive capacity of the textile and 54-5 per cent. of that of the garment industry, 
was in use. Unfortunately no recent estimates are available for net investment 
in individual industries. A rough calculation, however, is possible. The rate of 
gross investment was Rm. 415 millions in the consumers’-goods industries in 
1935. This is less than 50 per cent. of the rate of investment of 1928 and about 
45 per cent. less than in 1927. Gross investment in the capital-goods industries 
was at Rm. 1,243 millions only 25 per cent. less than in the exceptional year 1928 
and roughly 10 per cent less than in 1927. The net fixed investments in con- 
sumption- and capital-goods industries together were Rm. 800 millions in 1928, 
about 1,100 millions in 1927. This seems to indicate a disinvestment of, say, 
100-200 millions in the consumption-goods industries for 1935. To this has to 
be added, however, investment in the industries producing substitute materials 
for consumption under the four-year plan. 
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pricing policy which enables the maintenance of high national 
income by directly regulating the propensity to consume foreign 
goods relatively to the demand for German exports; (iii) it pro- 
vides a complete control of both imports and exports, so as to 
maintain full employment internally, irrespective of the state of 
trade abroad. The risks attached to individual export industries 
are not borne by those industries alone, but by the whole or part 
of the economic system—+.e., profitable employment of those 
industries can be, if the Government so desired, assured by 
bounties, and other special arrangements. A reduction in foreign 
demand would find its expression not in the unemployment of 
industry, but in a worsening of the terms of trade (i.e., the main- 
tenance of the value of exports through increasing the levies 
financing exports). Thus cumulative processes due to foreign 
fluctuations (the operation of the so-called foreign trade multi- 
plier) can be prevented. 

But the present policy of maximum autarky and some re- 
duction of imports for consumption is not an essential ingredient 
of this system. It is the consequence of military and strategic 
considerations. Provided the control of foreign trade is main- 
tained, the system could within wide limits be worked also with 
more international division of labour and permitting an increase 
in consumption. 


1 The problem involved in the control of foreign trade, especially the possi- 
bility of improving the terms of trade by appropriate use of the imperfections 
of world markets, cannot be discussed here. The final judgment on the 
advantages and disadvantages of a control of this character, therefore, cannot be 
based merely on the static theory of international trade. It must take into 
account both the possibility of shifting terms of trade by utilising the imperfections 
of competition (especially buyer’s monopoly), and the fact that the stifling of 
the foreign trade multiplier increases the average national real income over a 
period in contrast to economic systems liable to cyclical fluctuations. It must, 
on the other hand, take into account the cost of administration and the waste 
and lost opportunities due to the red tape and inelasticity of such controls. 

The German desire for autarky, however, would, economically, only be 
justified if the elasticity of demand for German products would be less than 
unity. Otherwise, though a greater reliance on international trade would 
probably imply greater fluctuations in the terms of trade, yet the advantages of 
international exchange would in all likelihood be greater than the loss caused 
thereby. And as long as control is maintained, full employment, as we have seen, 
can also be maintained. It is not possible, in this context, to investigate whether 
the demand for German goods is inelastic or rigid. Considering the prevalence 
of quotas, it may well be both. On the other hand, clearing arrangements and 
the fact that Germany produces manufactured goods and demands and needs 
raw materials and foodstuffs, tend to justify the presumption that she could 
gain by increasing foreign trade. The lack of success of her clearing arrange- 
ments, especially with South America, has been, it seems, due to political frictions 
engendered by her peculiar managemont of clearing arrangements. The adver- 
tised relaxation of foreign exchange control merely involves the elimination of 
frictions in her export trade, but does not weaken the control itself. 
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6. Problems Concerning the Future. 


As regards the future, two final problems may be considered. 
First, can this method of securing full employment be pursued 
indefinitely? Second, must this mean that investment should 
largely take the form of creating goods which yield no material 
return ; or would it be possible to increase consumption (and such 
investment as is necessary for this) without losing the balance 
now maintained? Only the first question can be answered in 
the affirmative without any further qualification. The answer to 
the second is not simple, though I believe that methods can be 
devised to achieve a solution. But quite apart from the fact 
that there does not seem to be any willingness in Germany to 
change the present policy, the true character of the German 
system reveals itself, and its weakness becomes apparent, in this 
connection. As a planned system its basic advantages seem to 
evaporate to a large extent when the task is no longer the use of 
all available reserves for a pre-determined aim, namely, the 
rationing of scarcity, but for the satisfaction of the free choice of 
the individual, namely, the promotion of plenty. The Nazi 
economic policy is better suited for achieving maximum 
employment than for securing maximum enjoyment. 

(a) As we have seen, by far the greatest part of investment is 
effected irrespective of its own economic yield and the rate of 
interest ruling. In fact, most of it has no economic yield in the 
normal sense of the word. There is no limit, obviously, to such 
investment. The end of the building of one layer of the Cheops 
pyramid can always be followed by yet another layer. The 
marginal efficiency of all other investment is stabilised by this 
public investment. At the same time, State and State-controlled 
loan-expenditure must continue at a rate great enough to absorb 
all voluntary saving not utilised by other investment, if full em- 
ployment is to be maintained. The argument that at a given point 
taxation will be “ sufficient ” to “‘ carry ” all State expenditure 
disregards the essential part of the mechanism of the present 


1 If Germans plead that they must have colonies because there is “a limit 
to the internal capital development of Germany,”’ that is very special pleading, 
and need not be taken too literally. Nobody doubts that the presentation of 
one or two gold, nickel or tungsten mines, with docile labour, would increase 
German productivity. It is not at all certain, however, that that increase would 
be permitted to raise the standard of life, and not be diverted to other, less laud- 
able purposes. Even Dr. Reinhardt, the Secretary of State in the Ministry of 
Finance (Germany Speaks, p. 131), assigns rearmament a more fundamental 
place than do some foreign commentators—e.g., Mr. Crump, who seems to think 
that “ in a sense rearmament grew out of the original concept of creating work.” 
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system. State loan expenditure can be discontinued only in so far 
as it is replaced by increased private investment,! or the present 
rate of voluntary individual savings is reduced by taxation.? 

It is often suggested that difficulties in financing will lead to a 
breakdown of this system or, conversely, that it is likely to lead 
to inflation. We have seen that as long as loan expenditure is 
kept within the limits of enforced and voluntary individual saving, 
it cannot lead to a cumulative inflation, however financed2 The 
opposite suggestion is equally erroneous. Resistance on the part 
of investors cannot obstruct the Government. Disinvestment 
by export of capital is impossible. Nor is flight into commodities 
or other “ real” assets practicable. All that the investor can do 
is to depress the rate of interest on non-Government assets below 
the rate of interest on Government securities. But the strict 
control of new issues and of building activity is sufficient to pre- 
vent private investment from becoming competitive with public 
investment. The private investor may, of course, express his 
disinclination to invest by increasing his cash reserves. In that 
case, however, the Government can offset this hoarding by finan- 
cing its requirements to a greater extent through rediscounting 
at the Reichsbank. The institutional pools of saving (insurance 
companies, social insurance funds and banking system) are under 
direct control, and cannot hold out for higher rates of interest. It 
is only in the sphere of consumption and public investment, as 
we have pointed out, that there are certain dangers. The insist- 
ence on the necessity of increasing voluntary savings (the multiplier 
seems to have risen in 1937), together with the increased taxation 
and the efforts to limit a further expansion of State expenditure, 
show clearly Dr. Schacht’s evaluation of the position. It is yet to 
be seen whether he will be successful without further extension of 
controls. 

The increase of the burden of the debt contracted for purposes 
which are not “self-supporting ”’ may be thought to impose a 
time limit on this policy. As long as full employment did not 
prevail, this consideration had little relevance to the German 
case: the increase of the national income and the consequent 
buoyancy of revenue were more than sufficient to carry the addi- 
tional interest burden. But now that full employment has been 


1 Cf. below under (5). 

* The Budget surplus may be regarded as collective saving. 

3 See p. 485. 

4 This problem has recently once more received full attention in the discussion 
on the last British Budget. Cf. Prof. Robbins, ‘‘ The Long Term Budget Problem,”’ 
Lloyds Bank Review, April 1938. 
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reached, the position is somewhat different. If the present rate 
of barren loan expenditure is continued, the service of the debt 
burden will rise, whilst revenue will not expand automatically.! 

There are several reasons why this factor need not be effective. 
Given the present rate of loan expenditure, the yearly increase 
in the debt burden is Rm. 6 milliards. Assuming that most of it 
will be obtained by long-term issues at 4} per cent., the yearly 
increase in debt burden is about 2 per cent. of the present Reich 
revenue. It must not be forgotten, however, first, that the funded 
portion of the German national debt still bears a relatively high 
rate of interest (44 per cent.), which could easily be reduced.? 
1 per cent. reduction of the rate of interest on the present internal 
post-War debt would alleviate the total burden by something like 
Rm. 150 millions. The burden of the yearly additions to the debt 
burden would be reduced thereby by more than Rm. 60 millions. 

Secondly, a high debt burden has a detrimental effect on the 
economic system only if the consequential additional taxation 
depresses the marginal efficiency of capital. Otherwise it is a 
mere transfer of purchasing power, with no effect on the scale of 
activity. Now, even in a free system it may be possible to devise 
forms of taxation which have no depressing effect on the induce- 
ment to invest,? and to alter existing taxation so as to favour 
risk bearing. In Germany, as we have seen, the bulk of invest- 
ment—+.e., State investment and State-controlled private invest- 
ment—is not dependent on the profit incentive. And even a 
large part of private investment, as a combined result of State 
investment and control, is relatively “ riskless,”’ so that a con- 
siderable reduction in the net yield (on account of taxation) has 
not resulted and should not result in a refusal to invest. 

The third reason is, that given the scale of State expenditure 
and the amount of productive factors, and hence, at full employ- 
ment, the permissible level of consumption and private invest- 
ment, there is no necessity for the State expenditure to be covered 
by borrowing. The problem could theoretically be solved by 
reducing voluntary saving by taxation to the level of private 
investment. A high rate of taxation need not, in the German 
system, as we have argued above, have a depressing effect on the 
level of private investment. The successive increases of the 
rate of the tax on corporations tends to show that the German 


1 See for certain qualification below, p. 493. 
? In practice these considerations are reinforced by the fact that the German 
debt was relatively small at the beginning of the new régime. 
’ Cf. Kalecki, Economic Journat, Sept. 1937. 
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authorities may be aware of this possibility. Considering, how- 
ever, that consumption cannot be permitted to rise as long as the 
present policy is followed; considering, moreover, that it is 
politically impossible to reduce incomes sufficiently all round to 
wipe out all voluntary saving above the very reduced level now 
required for private investment, this method does not seem 
sufficient. In conjunction, however, with the other expedients, 
it may well provide the solution. 

Fourthly, national income, even with the present investment 
structure, is likely to increase ; and, as we have seen, the increase 
necessary to carry the growing burden of the public debt at the 
present scale of borrowing, by way of increasing buoyancy of the 
revenue, is only about 1} to 2 per cent. per annum. This rate 
of increase is not beyond the bounds of possibility, for (i) the 
birth-rate appears to be well maintained and there still are 
latent labour reserves (women, etc.) which can be tapped; (ii) the 
net investment in industry as a whole for other than rearmament 
purposes is still positive rather than negative, and could be 
increased. Any increase in net private investment, however, 
would mitigate the problem both by reducing the size of necessary 
Government loan expenditure and by promoting a higher rate of 
real income; (iii) the progress of technical inventions, apart from 
the effect of the elimination—for political reasons—of many able 
experts, is likely to be speeded up by the system of central control. 
Contributions to research can be enforced, and any discovery more 
quickly and generally applied than in a competitive system 
(where the risk-element is much greater). On the other side, the 
weakening of the profit incentive, and the influence of the political 
atmosphere on inventive genius, must have a retarding effect the 
quantitative importance of which would be difficult to estimate. 

(b) The second problem is whether Germany could substitute 
for that greater part of total investment which now yields no 
direct economic return, productive investment and an increase 
in consumption. This problem has two aspects, an internal and 
an international one. 

We have seen that the German productive structure is in the 
midst of a process of readjustment. Once that readjustment of 
both capital equipment and available skilled labour to the present 
division of demand between consumers’ and producers’ goods is 
accomplished, it will be very difficult to bring about a speedy 
reversal of the present policy without causing considerable un- 
settlement. Even at the present juncture a reversal would in- 
volve certain difficulties. Unused capacity of capital equipment 
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exists in the consumption-goods industries. Hence an increase 
of consumption would not lead to investment additional in these 
industries on a considerable scale for some time to come. Thus, 
an increase in consumption demand could not compensate for a 
falling off of rearmament expenditure and of investment under the 
four-year plan, from the point of view of the investment-goods 
industries.1_ Additional complications? are likely if an attempt 
is made to substitute an increase in consumption for barren 
investment. Now, producers’ goods industries are fully employed 
by direct orders of the State and by State-controlled private 
investment. As we have seen, under these circumstances there 
is no risk involved in production, thus, in investment. The 
consumers’ goods industries, on the other hand, know that their— 
severely restricted—output will find ready buyers. If the 
individual consumers’ desires should re-emerge as the main 
determinant of production, the problem of adjustment will pose 
identical problems in Germany as elsewhere. Risk will once more 
dominate business activity, and it is difficult to see why the 
problem of stabilising effective demand should differ in this system 
from the identical problem in free systems, except, perhaps, that 
the complications arising from fluctuations abroad and from the 
possibility of disinvesting by exporting capital can even then 
be prevented. But the specific advantages of the German 
system seem to diminish once its aim is changed from war 
preparation to the provision of an increased standard of life.* 
The transition from a controlled war economy to a planned 

1 It is conceivable that the international outlet could provide a solution: the 
producers’ goods could be exported in exchange for consumers’ goods. See below. 

2 I am indebted for this point to Dr. Burchardt at Oxford. 

3 Even if total demand is well maintained, investment in consumption goods 
industries is more risky on account of uncertainty concerning the future demand 
for any particular consumers’ goods. 

These complications would not arise, perhaps, if armaments investment is 
substituted by an increase of building activity (especially dwelling-houses) or 
railroad equipment. Yet it is questionable whether enough scope exists in that 
direction, and whether, if they tried this solution, there would be no frictions in 
the over-extended heavy industries. The risk element could also be eliminated, 
despite an increase in the standard of life, if this increase took the form of free 
social services, including possibly the free distribution of certain consumers’ 
goods. An attempt could also be made to ‘‘ pool ” internal risks on the lines of 
the export industry. Considerable scope exists, therefore, for a reorientation of 
German policy. But there seems to be no reason why similar measures and similar 
institutional devices should not be established in free economic systems and, in 
conjunction with public works and other expedients limiting the fluctuations in 
effective demand, achieve identical success. The present seeming supremacy 
of the totalitarian States in dealing with cyclical fluctuations would then disap- 
pear. This seeming supremacy, which is increased by the reluctance in the free 
countries to deal rationally with cyclical fluctuations, must be regarded as 
grave political menace. 
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peace system seems to be very difficult. Indeed, even the cessa- 
tion of further expansion of productive capacity in the armaments 
industries will involve some frictions. The effect of these frictions, 
however, could be at any rate limited by the central control ; they 
need not involve a wide deflationary process. Thus there appears to 
be no internal economic necessity for the continuation of the present 
investment policy, though it is to be feared that vested interests 
are being created which will strongly oppose a change. Indeed, 
the fact that, far from contemplating any such readjustment, the 
transfer of labour and capital from consumption continues,! makes 
it improbable that the Government contemplates a falling off in 
the scale of rearmament in the near future. If they contemplated 
a shift towards higher consumption, they would not unnecessarily 
increase their own future difficulties by this policy.” 

The international aspects of the problem are more complicated, 
and cannot be considered here in detail. It is sometimes con- 
tended that Germany is forced to follow the present policy of 
barren investment because this investment needs relatively little 
foreign raw material, whilst an increase in consumption would 
necessitate increased imports. This argument overlooks the fact 
that at least part of those products which are now needed for 
rearmament could be exported.* Any foreign product obtained 
in exchange for this additional export would be a net gain as far 
as the real income of the community is concerned. The extent 
of the gain would depend, of course, on the elasticity of demand 
for German products and the state of prosperity in the rest of the 
world.4 But the scarcity of foreign exchange at this high level 


1 In March 1938 all juveniles leaving school were ordered to report at Labour 
Offices. No apprentices can be employed without the consent of these authorities. 
Last month a decree introducing compulsory labour duty was published in order 
to ensure re-entry into heavy industries of skilled workers who had left it. The 
liberty of choice of profession or of habitat has gradually been abolished since the 
introduction of the labour identification card. 

2 This conclusion is supported by the fact that the Austrian gold and foreign 
exchange reserve was not used to lessen the frictions of the system and prepare 
for increased exports, but for the establishment of stocks of war materials. 

3 The recent barter of the armaments of the late Austrian army for wheat 
and pork is a striking example of what could be achieved in this direction. 

4 Indeed, the present central control of foreign trade, with the possibility of 
establishing export prices irrespective of cost, shifting the burden on the com- 
munity (consumers in general or on particular industries), offers a powerful weapon 
of dumping which need not even involve too great a loss on the community 
practising it, as its industry continues to be fully employed, whilst the individual - 
ist competitor is put out of action. The discontinuance or slackening of arma- 
ments may herald a period of intense competition by Germany at a time when 
in other countries in which risk-bearing is still individual the very same industries 
will also be at a somewhat low ebb. This threat does not seem to be realised as 
a general problem, though in single cases German exports arouse much ire. 
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of German internal investment for unproductive purposes is the 
direct effect, and not the cause, of the present policy. If she so 
desired, Germany could within wide limits reverse her policy of 
restricting an increase of consumption. The argument that the 
threat of war originates in discontents of an economic character 
is thus shown to be based on circular reasoning. 

These considerations seem to demonstrate: (a) that the Nazi 
Government has succeeded in evolving an—initially empirical— 
system which—provided the available powers of control are 
ruthlessly and skilfully used—is not subject to fluctuations in 
employment (though subject to fluctuations in real income on 
account of inevitable changes in the terms of its foreign trade) ; } 
(6) that this system is based on three main controls, of costs, of 
investment and of international trade; (c) that this system is 
economically stable on its own terms in so far as it does not 
involve cumulative processes undermining the standard of life; 
(d) that the real sacrifice ? imposed on the German population 
by militarisation (rearmament and self-sufficiency) is very much 
less than commonly supposed. Most of the difficulties and 
frictions are not necessary consequences of this system itself, 
but of the aims which it has been made to serve and which are 
by no means identical with the system. 

The German picture exhibits the signs of an economy on war 
footing using fully those reserves of moral and material character 
which in other countries are not usually mobilised before the 
beginning of hostilities. The use of these reserves has hitherto 
yielded impressive returns. It is questionable whether a further 
intensification would not have different results. The intense 
activity, the incentive for which lies beyond the material sphere, 
must imply an increasing strain on the people which will in- 
evitably have its repercussions in the longes run. And if the 
stability of employment is safeguarded, the flexibility of the 
system is being impaired.* 

1 German experiences, therefore, cannot be applied directly to problems of 
free systems. The investigation of how far methods compatible with democratic 


government can achieve identical means is a different and vitally important task. 

2 In the historical sense, Germany has sacrificed a potential increase of 
consumption. 

3 The recent decline of the security prices on the German Stock Exchanges 
aroused much comment. A host of explanations has been put forward both in 
Germany and abroad. No evaluation of these comments has been possibie, as 
the necessary statistical material is not available. Some tentative suggestions, 
however, may be put forward. 

(1) The semi-official explanation which attributes the slump to the conse- 
quences of the systematic campaign of the expropriation of the Jewish popula- 
tion is not sufficient. Nor does the suggestion seem altogether plausible that 
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But the above considerations make it also clear that no 
complacency whatever is justified in the free countries, which 
seem to have failed in the task of utilising fully their far superior 
economic power, on account of the present economic position and 


outlook in Germany. 
Tuomas BaLocu 
University College, 
London. 





the international political crisis is entirely responsible for the fall. In that case 
shares would hardly have declined more than bonds. The export of capital is 
not easy from Germany in bulk. Thus, if a catastrophe were feared, shares 
would be preferred to bonds, even if the yield on shares were smaller and were 
expected to fall further as a result of increased taxation. No attention need be 
paid to that vulgar explanation which believes that fear of inflation is responsible 
for the slump. 

(2) It seems at least probable that this decline in share prices is due to a 
deflationary policy by the banking authorities. They were unable to check the 
further expansion of State expenditure. Thus, to obviate the necessity of 
further extension of direct controls over private consumption they have pro- 
duced, what to all intents and purposes, comes near to a deflationary crisis. 
Otherwise, and this cannot be emphasised too strongly, the Reichsbank and the banking 
system could have created the credit and currency necessary to stem the wave of 
liquidation. It may well be that an additional reason for this policy was the 
desire to cause as much loss to the unfortunate minority as possible. 

(3) The increase of State expenditure will in all probability prevent this 
crisis in the private economic sphere from having any effect on total employment, 
though there might be a further shift away from consumers’ goods. On the 
contrary, the shrinkage in the private economic sphere is a necessary condition 
to this further expansion of State expenditure now that no unemployed reserves 
are at the disposal of the Government. Profits will be reduced, not only by the 
increase of taxation but because rising marginal costs (due to the employment 
of less skilled labour and the use of obsolete equipment) is prevented from having 
its full effect on prices. At the same time, the quantity of goods available for 
private demand is also being reduced. 

(4) No breakdown of the mechanism of State finance must be expected. The 
only danger to the present Nazi system lies in the undue increase in consumption 
demand. If the present deflationary measures fail, there will have to be an 
extension of direct controls and the banking system will recommence to finance 
by the creation of credit. The suggestions that the banks are unable or un- 
willing to extend credit or to buy Government securities are wholly beside the 
point. They have no will of their own. The present antics are performed, as 
we have pointed out above, in the hope of being able to stem the trend towards 
complete nationalisation and State control of industry and distribution, which 
is the logical consequence of the ever increasing demands of the State on the 
productive system. 
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REVIEWS 


The Theory of International Trade with its Applications to 
Commercial Policy. By G. voN Haperter. (London: 
Hodge, 1936. Pp. 608. 21s.) 


Ir is fortunate that Professor Haberler’s book has been made 
available in English. No other book of which I am aware gives so 
full an analysis of the problems of commercial policy as they appear 
to-day. The author does not forget his theoretical apparatus when 
he attacks the problems of policy, but uses it with the skill and 
consistency which we have come to expect—and admire—in 
everything that he writes. No student of commercial policy 
can afford to neglect Part II of this work. 

It goes without saying that Part I, which deals with the theory 
of international trade, is also worthy of attention. But it hardly 
seems up-to-date and adequate in a book published as late as 1936. 
It is unfortunate that Professor Haberler did not find it possible to 
rewrite certain parts of it in the light of the economic literature that 
had appeared since he finished his German edition four years earlier. 
He points out himself in the preface to the English edition that 
the theory of international trade requires further development in 
two main directions. ‘‘The theory of imperfect competition 
and the theory of short-run oscillation (business-cycle theory) 
must be applied to problems of international trade.” With this 
I entirely agree. However, in my opinion, it would hardly be 
sufficient. Let me indicate why a much more radical revision 
seems unavoidable. If in so doing I give more attention to the 
shortcomings of Professor Haberler’s book than to its numerous and 
great merits, I hope to have made clear that in my opinion the 
book as a whole, and regarded from the standpoint of 1933, when 
the first edition was published, is to be counted among the 
important works in its field. 

International trade theory has in the past been largely static. 
No attempt has been made to present the theory in the form of an 
account of the time-using process! Only in the theory of 

1 It is a grave defect of my own work on Interregional and International Trade 
that the ‘‘ dynamic ” parts—which occupy a large part of the book—are inter- 
woven with the “ static” parts in a confusing manner. By ‘‘ dynamic ”’ I mean 
a theory that is relative to time, i.e., deals with successive stages—while a “‘ static ” 


theory compares alternative positions, without considering the transition from 
the one to the other. 
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international capital movements has advance been made in this 
respect. The typical pattern is a static theory of international 
trade and a more dynamic analysis of the “ mechanism,” chiefly 
concerned, however, with short-run effects. Professor Haberler 
follows this road. To add a few chapters on the business-cycle 
aspects of international relations would hardly therefore be 
adequate. The theory would then suffer from the same defects 
as does price theory as ordinarily presented in the text-books, 
where to a static equilibrium theory is added a business-cycle 
analysis of a different type, making practically no use of the 
results of the static theory. It seems to me that the only 
satisfactory method is to present a price theory in the form of 
an analysis of economic processes of expansion and contraction, 
which can be directly developed into a theory of the trade cycle 
through an explanation why such processes change direction, 
turning from an upward to a downward movement and vice 
versa. Let me add, however, that it is no criticism of Prof. 
Haberler’s work that he has made no such an attempt. I am 
only indicating what I consider to be the most important line of 
progress for the future. 

I do not deny that the static equilibrium theory—e.g., of the 
Walras—Cassel type—can throw much light also on international 
trade. But I am inclined to believe that it can be applied 
consistently only if it starts from the assumption of a given 
location of all productive instruments, labour as well as machines, 
etc. Once we wish to explain why a certain quantity of 
instruments or skilled workers is to be found in a certain industry 
in a certain country, it is necessary to investigate the time-using 
process through which the present situation has been brought 
about. Thus, we must study the circumstances that govern the 
international movements of the productive factors and the 
savings and the supply of labour inside each country as well 
as the reasons for investing more or less capital in certain tools in 
certain industries. As long as such a “ process theory ” remains 
within the ordinary boundaries of economic theory, it confines 
its attention to so-called “‘ economic ”’ reactions—e.g., the effects 
of a certain tariff policy. For a complete account of the changing 
location it naturally then remains to analyse the ‘“‘ non-economic ”’ 
changes in sociological and political terms—eg., why this 
tariff policy was pursued or a certain legislation introduced. 
Concentrating our attention on the economic process theory, 
which takes the sociological circumstances as given data, we have 
to admit that at present we can seldom give more than a rather 
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loose account of the development—“ historical dynamics” in 
Professor Frisch’s language. But the task must be to construct 
pieces of ‘ theoretical dynamics,” + which, unfortunately, can 
never be combined into any “ general theory.” Every dynamic 
theory must be casuistic, dealing with numerous typical cases. 

It is to be regretted that Dr. Haberler has not found it possible 
to revise some statements or add some foot-notes concerning im- 
perfect competition. As it stands, his theory seems unnecessarily 
tied up with the basic assumption of perfect competition. Thus, 
several conclusions, which he obviously regards as valid for “ the 
real world,” seem to me untenable. “‘ The price of every factor 
equals the value of its marginal product’? is a basic assumption 
even for his short-run analysis. Would it not be better to put 
“‘ marginal revenue ”’ instead of “ value of marginal product ” ? 
Furthermore, the author assumes that prices follow marginal 
costs of production even in the short run,* which obviously is not 
so. Production is based on expected future costs and market 
condition, while the price policy, when the goods are sold, is 
based on the market and cost conditions as.well as expectations 
at a later date. Professor Haberler also maintains that “free 
competition” leads to the optimum size of establishments. No 
warning is given that, e.g., in manufacturing industries competition 
is hardly ever perfect. When it is “ imperfect,’ then the sales 
resistance may keep the size below optimum indefinitely. The 
risk of loss through a “ business war’ may more than outweigh 
the chance of increased profits through a successful attack on the 
competitors’ markets. Also, in the discussion of dumping, the 
absence of a more realistic treatment is noticeable. 

In my opinion, international trade theory will never be 
adequate until it is connected with a general location theory. 
International trade and the location of production are two aspects 
of the same phenomena. Questions why certain industries are 
located more in one country than in another cannot be answered 


1 As a fine attempt to do something approaching this kind of theory I should 
mention Prof. Viner’s analysis of Canada’s importation of capital. Also in the 
sphere of “‘ historical dynamics ’’ Prof. Taussig’s investigations of some American 
industries in Some Aspects of the Tariff Question have not been surpassed. Thus, 
when attacking concrete problems the two outstanding conservative proponents 
of the orthodox theory of international trade have proved themselves very 
‘‘modern’’. This may have something to do with the fact that they have in 
these investigations made very little use of their static concepts, methods and 
conclusions. Concerning the different types of theory I may, perhaps, refer to @ 
paper of my own: ‘‘ A Contribution to the Theory of Rent. Von Thiinen contra 
Ricardo ” (Carver Festschrift, ed. by Himes, 1936.) 

2 Op. cit. p. 181. 3 See p. 179. 4 Op. cit., p. 204. 
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without reference to the localisation factors inside these 
countries. The local distribution of the productive factors over 
the national area, for example, and the transportation resources 
and facilities inside its borders, are obviously relevant. It is 
impossible to explain why economic activity is spread over the 
world’s surface as it is to-day without discussing the trans- 
portation costs in general, inside as well as between different 
countries. Of this, Professor Haberler does not seem to be aware, 
as he mentions only the costs of transporting goods from one 
country to another and discusses them very briefly. 

Closely connected with transportation costs and commodity 
movements are movements of factors of production. Professor 
Haberler ignores this question also, except in a brief discussion of 
the effects of protection on “the import of means of production.”’ 1 
It seems unwarranted to regard the local distribution of 
productive agents as a given datum, unaffected by international 
trade, particularly as the influence of international capital move- 
ments on trade cannot be overlooked. Can one legitimately 
refrain also from discussing the influence of trade variations on 
capital and labour movements when dealing with the effects of 
international trade ? Since these questions are considered relevant 
to a discussion of tariff policy, it is hard to understand why no 
attention should be given to them in the fundamental theory of 
international trade. 

Professor Haberler makes the interesting experiment of present- 
ing ‘“‘ the monetary theory of international trade ’’—+.e., the foreign 
exchange mechanism under different monetary systems and the 
theory of international capital transfers—before coming to “the 
pure theory of international trade,” This method suffers, how- 
ever, from one serious weakness. The monetary aspects of trade 
are discussed in isolation, without any connection with the funda- 
mental price theory. This is the more striking, since in expounding 
the “pure theory of international trade’ the author treats it 
“as a constituent part of the modern doctrine of economic 
equilibrium.” Why, then, should not the theory of inter- 
national capital movements, for example, be brought into contact 
with this doctrine ?—To bring his pure theory into such a contact 
the author has to discard the comparative labour cost doctrine 
and to base his reasoning on opportunity cost. This I consider 


1 See pp. 273 ff. Cf. Schiller, Schutzzoll und Freihandel, and my paper, 
“Die Beziehung zwischen internationalem Handel und internationaler Bewegung 
von Kapital und Arbeit,” Zeitschrift fiir Nationalokonomie, 1930. 

* Op. cit., p. 175. 
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one of the great merits of the book. In my opinion, one should, 
however, go one step farther, and make the analysis run in terms 
of prices instead of costs. It is true that the relation between 
prices and opportunity costs is an intimate one, and that the 
result will in many cases be the same, whether the one or the 
other method is used. But, in the cases where relative prices 
differ from relative costs—e.g., under monopolistic or semi- 
monopolistic conditions—international trade is governed by 
prices, not by costs. Hence, the natural procedure is to start 
from market prices and work backwards towards cost situations 
(cost accounts) and more or less monopolistic price policies as 
determinants. In that way a connection is established between 
international trade and the domestic price mechanisms of the 
various countries. This requires more than the setting up of 
comparative opportunity cost schedules, for it is necessary to 
demonstrate the interdependence of commodity and factor 
prices. 

Even without attempting much in the way of such a 
demonstration, Professor Haberler has broken completely with the 
theory of comparative labour cost, which is valid only under 
assumptions which are very far from reality. Nevertheless, he 
wants us to regard his theory as a theory of comparative cost. 
He even goes so far as to assert—without discussing alternatives— 
that “‘ there is only one method which enables us to draw fruitful 
conclusions about the situation as a whole... . This is . . . the 
Theory of Comparative Cost.’1 I have already pointed out that 
trade is governed by prices, even when the latter differ from 
opportunity costs. Hence, one could say that trade depends 
on comparative prices, the latter having an intimate connection 
with the expectations concerning opportunity costs. Given 
two isolated countries, the trade to be expected when isolation 
is broken depends on comparative price schedules, which in their 
turn are strongly influenced by the comparative cost schedule. 
Hence we might talk about a “comparative price theory.” 
But what reason is there to pay so much attention to a state of 
isolated countries? It is more important to take the world as 
it is, with trade going on and foreign exchange rates quoted, and 
analyse changes in trade. If this is done, all prices can 
be expressed in terms of a common currency. Trade—inter- 
national and domestic—is governed by absolute price differences. 
Thus, there is as little need of a comparative reasoning in inter- 
national trade theory as in the theory of domestic trade. 

1 Op. cit., p. 173. 














1938] HABERLER : THEORY OF INTERNATIONAL TRADE 503 


Personally, at least, I cannot see that anything more is explained 
by a comparative opportunity cost theory than by a price theory 
which covers a number of interrelated local markets. If this 
view of mine is correct, then it can only lead to confusion to insist 
on the necessity of a comparative cost theory in international 
trade, while the student hears of no such thing in the theory of 
domestic trade. In any case, if the comparative cost reasoning 
is not necessary in the theory of domestic trade, it must be 
unnecessary in international trade theory as well. An extension 
of the ordinary price theory to cover several markets is the 
natural procedure. The dualism in many textbooks between 
the theory of prices and the theory of international trade is, in 
my opinion, unfortunate. 

Let me add that, when the process of production is divided 
between two or several countries—one country importing half- 
finished goods—then the opportunity costs depend on the rates 
of exchange. Hence, one gets nowhere in the reasoning— 
obtains no comparative cost schedule—without introducing 
the foreign exchange rates. When this is done one may as well 
talk in terms of absolute price differences and base the analysis 
directly on an examination of cost accounts and price policies,1 
without the complications of a comparative cost reasoning. 

I turn now to some brief observations on Professor Haberler’s 
discussion of the transfer problem. In view of the fact that 
he deals extensively with the discussion between Mr. Keynes 
and myself (Economic JouRNAL 1929), and attributes to me 
views that I am not aware that I have ever held, I may 


1 Prof. Haberler writes in a foot-note: ‘‘It has also been said—by an 
economist of the rank of Prof. Ohlin—that the Theory of Comparative Cost loses 
its meaning when more than two goods are traded between two countries ” (p. 
131). Unfortunately, he gives no page reference. I am not aware that I have 
ever said anything of the kind. I have pointed out that whether a country has a 
comparative advantage or disadvantage with regard to a certain commodity 
depends on the conditions of demand, which thus determine whether this 
commodity is imported or exported. ‘‘ It is all very well to say that it is easy 
to take these demand conditions into account, and thus discover which goods 
will be exported. In fact, however, it is very difficult to do so when many 
commodities and many countries are considered. For this reason, orthodox 
economists have usually confined their analysis to two countries and two or three 
commodities. They have, however, not hesitated to apply to concrete problems 
the conclusions arising from such an analysis—a thoroughly dangerous procedure. 
Be this as it may, one thing is obvious: the simplicity and clarity of the orthodox 
theory is reached at the expense of a close consideration of the demand conditions ” 
(Interregional and International Trade, p. 586). It becomes necessary—when 
several commodities are considered—to translate prices in each country into the 
currency of the other country to find out (1) how much of each good will be 
imported, and (2) what the comparative cost schedule will be. 





6a eh 











504 THE ECONOMIC JOURNAL [SEPT. 


perhaps be excused for taking this opportunity to clear up the 
misunderstanding. Dr. Haberler, much to my surprise, thinks 
that my reasoning implies the same thing as Mr. Rueff’s 
‘conservation of purchasing power,’ and that our views are 
identical. He sums up by saying that there is, “ according to 
this view, no secondary burden”! for the capital exporting 
country—i.e., no changes in the terms of trade. After the 
review of this discussion we find a section with the title “ The 
Problem Solved,’’ where it is said that ‘“‘the truth lies in this 
case midway between the two conflicting theories.” ? 

Professor Haberler’s solution seems to involve the following 
conclusions: (1) It is not necessary that the terms of trade 
become less advantageous to the paying country. (2) They 
may even become more favourable. (3) In the “normal” case 
they will, however, become less favourable. (4) The longer time 
one allows, the smaller the necessary price changes will be (p. 
75). Points (1) (2) and (4) were stressed already in my first 
article on ‘‘The Reparations Problem.”* As to point (3), I 
wrote in that article as follows: “The rise in prices of home 
market goods in A (the capital importing country) involves higher 
prices for the factors of production employed in their manufacture, 
which may also be supposed to cause a certain rise in the prices of 
similar factors of production employed in the manufacture of 
international goods, especially if a ‘secondary’ credit expansion 
sets in. For a corresponding reason there may be a certain 
depression in the prices of the factors of production in B’s 
manufacture of international goods. In that case, A’s export 
goods become dearer and B’s cheaper—that is to say, the terms 
of trade alter in B’s disfavour.””4 The same view is expressed in 
a later article where it is said that an increase in German exports 
“does not presuppose any serious fall in the prices of German 
export goods.” 5 Clearly, this is not adequately recognised by 
Professor Haberler when he attributes to me the unqualified view 
that no change in the terms of trade takes place. May I refer 
also to my book of 1933, where I discuss in some detail that 
“the supply price curves for export goods may be raised in A and 
lowered in B.”’* The tendency of the conclusions can be illustrated 
by the statement that changes in the terms of trade in favour of 
the borrowing country are “ by no means certain.” ? 


1 Op. cit., p. 70. 2 Op. cit., p. 72. 
3’ Index, April 1928. See pp. 9, 10, and 5. 4 Op. cit., p. 9. 

5 “Ts the Young Plan Feasible ? ” Index, Feb. 1930. 

® Interregional and International Trade. See, e.g., pp. 426 and 431. 
7 Op. cit., p. 442. 
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As Professor Haberler has not worked out in detail the mechan- 
ism through which the terms of trade can be changed and the 
reactions of the prices of the factors of production, it is not possible 
to say with certainty what his theory is. My impression is, 
however, that his opinion and mine are practically the same on 
all points covered by him.!’ The chief difference seems to be that 
he turns his attention almost exclusively towards the relation 
between import and export prices, while in my opinion changes in 
the relation between home market prices and import-export prices 
(i.e., international goods prices) deserve equal attention.” 
Furthermore, he ignores the importance of changes in the costs 
of transportation. 

I come now to a few brief observations concerning points which 
seem to me important enough to warrant mentioning. 

“The exchanges can always be stabilised at any desired level 
by appropriate, though not necessarily by proportionate, changes 
in the volume of money.” * This statement is open to two kinds 
of criticism. First, credit policy does not work always through 
changes in the volume of money. The causa efficiens is not 
the quantity of money, but the conditions on which credit can 
be obtained and the influence thereof on the willingness to invest. 
Secondly, flight of capital may meke it impossible to stabilise the 
exchange rates. And, even without flight of capital, credit 
policy cannot under all circumstances bring about a stabilisation, 
unless either (1) the price and wage system is very flexible or 
(2) one is willing to accept a large volume of unemployment. 
Neither of these two conditions is “ always ” fulfilled. 

Can tariffs bring about the utilisation of idle means of 
production and lead to an increase of production? Professor 
Haberler’s answer is in the negative, at least as far as it relates 
to material means of production. This view is based on the 
belief that such means are left unused only when their marginal 
productivity (price) has fallen to zero or below it.’ Here, again, 
I think that Professor Haberler confuses two things—namely, 
marginal revenue and the value of the marginal product. The 
marginal revenue expected to be obtained from more complete 
utilisation of means of production, already in the possession of a 
firm, is practically always zero or negative, if the entrepreneur 
decides not to increase output. But the value of the marginal 


1 I refer chiefly to my book, which contains the fullest discussion. In the 
article of 1928 I did, perhaps, somewhat exaggerate the degree of probability of 
constant terms of trade. 

® See Index, April 1928. 3 Op. cit., p. 38. 

* Op. cit., p. 188. 5 Cf. p. 264. 
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product may be considerable. An increase in output would 
lower prices. If in a depression the total volume of purchasing 
power is increased—through public works, credit policy, or 
tariff increases—then it will be possible for each firm to sell 
more at a constant price. In other words, at the old level 
of production in a certain firm the marginal revenue is now 
positive, and some unused resources are put to work. Professor 
Haberler’s failure to study these aspects of the problem is 
noticeable also in his discussion of the influence of tariffs on the 
employment of labour. In this case he admits the possibility 
of an increase in employment through tariff policy, as labour will 
be idle rather than accept a low wage, even though its marginal 
productivity is considerable? He adds, however, that “ the 
existence of unemployment relief improves the prospect of a 
net favourable result from the tariff. For then we must include 
on the credit side of the balance, together with the incomes of the 
re-employed workers, the unemployment relief saved.” * This 
must be a mistake. The increase in the incomes of the workers is 
in this case smaller—by the amount of the relief—than in the 
case of no relief. The influence of a duty on the size of the 
national income is independent of the fact whether the distribution 
of the income is affected by a relief policy or not. It seems to me 
inadequate as a summary of an analysis concerning the possibility 
of increasing employment during a depression through tariff 
policy to say: “‘ If the unemployment is of a cyclical nature, it 
will disappear if a change in economic conditions brings about a 
recovery, but recovery may be delayed indefinitely if it is not 
aided by wage reductions.” 4 Thus, as far as tariff policy is 
concerned, the practical conclusion is entirely negative, in spite 
of certain theoretical possibilities. Surely, if a free-trade country 
alone raises tariffs during a depression, it can bring about a large 
increase in employment, and part of it may be retained even if 
other countries retaliate. Everything depends on the amount 
and methods of retaliation. 

The reader cannot escape a feeling that Professor Haberler 
has a rather strong ‘‘ Manchester liberal’ bias which influences 
his theoretical analysis as well as his practical recommendations. 
He denies, for example, that a reduction of the export of capital 
can increase employment. Assume, however, that the strain 


1 Cf. Balogh, ‘‘ Léhne, Arbeitlosigkeit und Zélle,”’ Weéltwirtsch. Archiv., 1931. 
An extensive discussion of these problems is to be found in my Swedish book, 





Monetary Policy, Public Works, Subsidies, and Tariffs as Remedies for Unemploy 


ment. 1934. . 
2 Op. cit., p. 264. 3 Op. cit., p. 265. 4 Op. cit., p. 273. 
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on the balance of payments leads to a credit policy which keeps 
unemployment considerable. One cannot then say that “ the 
economy has adapted itself to the existence of a continuous 
transfer.”? A painful adaptation may be avoided through a 
restriction of capital exports and an expansion of domestic 
investment. 

I have made these critical observations in the belief that 
Professor Haberler’s book will be needed as a text-book in many 
universities, and that new editions will be called for. When 
this happens, the author might do well to divide it into two 
volumes, one dealing with the theory of international trade, the 
other with the theory and practice of commercial policy. The 
demand for a revised edition, particularly of the second volume, 


is likely to remain large. 
BERTIL OHLIN 


The Economics of Inflation. By C. Brescrani-TurRonI. Trans- 
lated by Miuicent E. Sayers. (London: Allen and 
Unwin, 1937. Pp. 464. 25s.) 

PROFESSOR BRESCIANI-TURRONI’S work, now made available 
in an excellent translation, will be of great value to English 
students of inflation, although seven years after its original 
publication it has a somewhat old-fashioned air. 

Theoretical discussion of the great German inflation was for a 
long time clouded by political prejudices. The German writers 
regarded reparations payments as the primary source of the 
trouble, and consequently argued that the collapse of the mark 
exchange was the cause of the inflation. (Inflation is here used in 
a purely descriptive sense, to mean an inordinately great rise in 
prices, without any question-begging theoretical significance as to 
whether the rise in prices is “‘ the fault of money.””) While the 
spokesmen of the Allies blamed the budget deficit, and conse- 
quently argued that the inflation was primarily caused by creation 
of money. Professor Bresciani-Turroni is a strong adherent of the 
Allied or Quantity Theory school. 

At a first glance, as the author freely admits, the facts appear 
to tell strongly in favour of the German view. There is no dispute 
as to the fact that the transition from the relatively moderate 
fluctuating movements in exchange and prices of the immediate 
post-war years to the violent inflation which set in in the second 
half of 1921 was inaugurated by a sudden fall in the mark ex- 
change (May 1921, 15 marks = 1 gold mark; November 1921, 

1 Op. cit., p. 272. 
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63 marks = 1 gold mark). This fall is generally attributed to the 
commencement of cash payments of reparations. In this period 
payment of 1 milliard gold marks was carried out, while the total 
of exports was of the order of 6 milliard gold marks per annum. 
It is therefore plausible to attribute the fall of the mark to the 
sudden demand for foreign exchange in respect of reparations. 
The author, anxious to exonerate reparations, attributes it rather 
to the shock to confidence caused by the partition of Upper 
Silesia (p. 96). But this is immaterial to the main theoretical 
question—whatever the cause of the collapse of the exchange, it 
seems clear that it was the collapse of the exchange which in- 
augurated the great inflation. Both the magnitude and the 
temporal order of price changes in 1921 and 1922 support the 
argument. If the impulse comes from the side of the exchange, 
we should expect the fall in exchange to run ahead of the rise in 
prices, and the prices of traded goods to run ahead of home prices. 
This is precisely what occurred, the magnitude and speed of change 
being in this order: exchange, import prices, export prices, 
home prices, cost-of-living, wages. Moreover, the geographical 
diffusion of prices supports the argument, the movement spreading 
from the great ports and commercial centres to the interior of the 
country (p. 135). 

To all this the author opposes a theoretical argument. If 
home incomes do not rise, exchange depreciation cannot continue 
indefinitely, but must somewhere come to rest (p. 84). The 
stimulus to exports and check to imports must wipe out an un- 
favourable balance of payments and establish a new equilibrium 
with a constant exchange rate. The author admits that, over 
a certain range, a fall in exchange rate may reduce the gold 
value of exports, owing to inelastic foreign demand, and so make 
the balance of trade still more unfavourable. But, he points 
out (p. 91), a sufficient rise in the home price of imported goods 
will choke off demand, so that there is always some level of the 
exchange rate at which the balance of trade will right itself and 
depreciation come to an end. For this reason he dismisses the 
view that the depreciation of the mark was the primary cause of 
the inflation, in spite of the evidence which he admits in its 
favour, and adheres to an alternative explanation. 

His explanation is that the German budget deficit, financed 
by borrowing from the Reichsbank, led to a continuous increase in 
the volume of money. From this, in his view, all the rest followed. 
But this account of the matter must be more closely examined. 
before it can be accepted, or even understood. 
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The influence of a budget deficit upon prices can be divided 
into two parts. The direct effect of a deficit is to increase incomes 
and therefore to increase expenditure and business activity, 
no matter how the deficit is financed. Even if the Government 
is borrowing at long term from the public, an excess of expenditure 
over revenue must tend to increase incomes and activity. The 
indirect effect of a deficit financed by borrowing from the central 
bank is to bring about an increase in the quantity of money, which 
continues cumulatively as long as the deficit persists. 

Now, so far as the direct effect of the deficit is concerned, 
its influence was becoming weaker in the early stages of the 
inflation. In 1920 the deficit was 6 milliard gold marks (in this 
context a measurement in gold marks, though inaccurate, is 
a sufficient guide). In 1921 it was 3-7 milliard gold marks, in 
1922 2-4 milliard (p. 438). Only in 1923 was there an increase in 
the deficit. From the middle of 1921 to March 1923 the direct 
influence of the deficit was declining, and if no other cause had 
been at work, activity and prices would have been falling. If 
the deficit is to be blamed for the first phase of the inflation, it 
can only be because of its indirect effect—the increase in the 
quantity of money. 

The author assumes, rather than argues, that an increase in 
the quantity of money was the root cause of the inflation. But 
this view it is impossible to accept. An increase in the quan- 
tity of money no doubt has a tendency to raise prices, for it 
leads to a reduction in the rate of interest, which stimulates 
investment and discourages saving, and so leads to an increase 
in activity. But there is no evidence whatever that events in 
Germany followed this sequence. 

It is true that a very high rate of investment prevailed during 
the inflation (p. 291). And it is true that there was a drastic 
decline in thriftiness. Saving by the ordinary public ceased 
almost completely, investment being financed entirely from 
profits. Moreover there was considerable dissaving by individuals 
who consumed their past accumulations of wealth. Both the 
high rate of investment and the low propensity to save played 
a large part in maintaining activity at a high level during the 
inflation, but all these effects sprang from the expectation of 
rising prices—they reinforced an inflation which was already 
under way—not from excessively low interest rates. 

Similar objections apply also in regard to his arguments in 
relation to the velocity of circulation. If the inflation cannot 
be attributed to low interest rates, it cannot be attributed to the 
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fall in the demand for money which shows itself in increased 
velocity of circulation. 

The author rejects the view that exchange depreciation caused 
the inflation. But the difficulties of his own explanation are just 
as great. Neither the budget deficit nor the increase in quantity 
and velocity of circulation of money can produce the effects 
attributed to them. Clearly in each explanation some essential 
item is missing. 

The missing item is not far to seek. It is the rise in money 
wages. Neither exchange depreciation nor a budget deficit can 
account for inflation by itself. But if the rise in money wages is 
brought into the story, the part which each plays can be clearly 
seen. With the collapse of the mark in 1921, import prices rose 
abruptly, dragging home prices after them. The sudden rise in the 
cost of living led to urgent demands for higher wages. Un- 
employment was low (2 per cent. of members of Trade Unions 
were unemployed August 1921, 0-7 per cent. in 1922), profits were 
rising with prices, and the German workers were faced with starva- 
tion. Wage rises had to be granted. Rising wages, increasing 
both home costs and home money incomes, counteracted the effect 
of exchange depreciation in stimulating exports and restricting 
imports. Each rise in wages, therefore, precipitated a further 
fall in the exchange rate, and each fall in the exchange rate called 
forth a further rise in wages. This process became automatic 
when wages began to be paid on a cost-of-living basis (p. 310). 
Thus the author’s contention that the collapse of the mark cannot 
have caused the inflation, because the exchange rate will always 
find an equilibrium level, is deprived of all force as soon as the rise 
of money wages is allotted its proper réle. 

But though the German theory that depreciation causes 
inflation can be justified, the Allied theory is not thereby ruled 
out. A sufficiently great budget deficit, when unemployment is 
sufficiently low, will raise prices and increase the demand for 
labour to the point at which the pressure for higher wages becomes 
irresistible. Each rise in wages raises prices, and so the vicious 
circle revolves. Meanwhile a collapse of the exchange adds fuel 
to the fire. It may well have been the budget deficit of 1923 
due to passive resistance in the Ruhr, which inaugurated the 
final downfall of the mark. 

It appears, then, that either exchange depreciation or a budget 
deficit may initiate inflation, and that the German history provides 
examples of both cases. But the essence of inflation is a rapid 
and continuous rise of money wages. Without rising money wages, 
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inflation cannot occur, and whatever starts a violent rise in money 
wages starts inflation. 

It is even possible that an increase in the quantity of money 
might start an inflation. A sufficient fall in the rate of interest 
might conceivably lead to such an increase in investment that 
unemployment disappeared, and money wages and prices started 
their spiral rise. But this is merely a theoretical possibility, not 
an account of the course of events in Germany. 

Actually the quantity of money was important, not because it 
caused inflation, but because it allowed it to continue. Ifthe quan- 
tity of money had not expanded, it may be supposed that the rate 
of interest would have been driven up, investment impeded and 
saving encouraged, so that unemployment would have appeared 
again and the rise in money wages would have been brought to 
anend. But in fact the budget deficit, the policy of the Reichs- 
bank in “ meeting the needs of trade” and the various official 
and unofficial supplementary currencies which were improvised, 
combined to meet the demand for money, the short rate of in- 
terest did not begin to rise appreciably till July 1922, and no 
obstacle was put in the way of the inflation. 

It is true that in 1923 the short rate of interest rose to such 
heights that loans were taken at 20 per cent. per diem (though the 
maximum reached by the Reichsbank discount rate was only 
90 per cent. per annum). But by this time the expectation of a 
continued rise in prices was so strong that it was impossible for 
high interest rates to discourage entrepreneurs from investment 
or to restore the motive for saving to the ordinary public. Thus 
the fact that high rates did not stop the inflation in 1923 cannot 
prove that they would have been equally powerless in 1921. 
The champions of the quantity theory, therefore, may reasonably 
contend that it was the increase in the quantity of money which 
permitted the inflation to take place. 

In his Conclusion the author claims no more than that an 
increase in the quantity of money is a necessary condition of 
inflation. A clear grasp of the distinction between a necessary 
and a sufficient condition seems to be all that is required to 
settle the controversy. It is true that a train cannot move 
when the brake is on, but it would be foolish to say that the 
cause of motion in a train is that the brake is removed. It is 
no less, but no more, sensible to say that an increase in the quantity 
of money is the cause of inflation. The analogy can be pressed 
further. If the engine is powerful and is working at full steam, 


application of the brake may fail to bring the train to rest. 
No. 191.—voL. XLVI. MM 
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Similarly, once an expectation of rising prices has been set up, a 
mere refusal to increase the quantity of money may be insufficient 
to curb activity. 

It is sometimes argued that the stabilisation of the mark 
in November 1923 indicates that inflation can be stopped at any 
moment if the quantity of money is strictly controlled. In 
spite of himself, the author advances evidence for an entirely 
different interpretation of the facts. Before the stabilisation 
took place, inflation had reached such a pitch as to bring itself 
to an end. The stabilisation occurred only when the mark had 
in effect almost completely ceased to function as money (p. 342). 
The mark lost the characteristics of money in three stages. By 
the autumn of 1921 it had ceased to function as a “store of 
value.”” When the expectation of a continuous rise in prices 
became general the demand for money to hold disappeared, as 
is shown by the fall, which set in at that date, in the real value 
of the outstanding quantity of money. In the later part of 1922 
the mark ceased to function as a “ unit of account.”’ It became 
more and more common to reckon all prices, and to fix wage 
rates, with reference to the exchange rate, so that, in effect, 
the dollar was the unit of account. The mark note never ceased 
altogether to function as a “‘ medium of exchange,’ but it was 
to a large extent displaced by foreign currency and the “ stable 
value ” instruments of various kinds which were improvised. 
Finally, in the great slide of 1923 the mark had begun to lose 
the character of a “standard of deferred payments,” for loans 
began to be contracted in terms of dollars, copper, kilowatt 
hours and what-not. When this process spread, the expectation 
of rising prices lost its power to stimulate investment, for there 
was no expectation that prices in terms of dollars, or of 
particular commodities, would rise. The force of inflation in 
stimulating activity was all but spent, and it is significant 
that unemployment rose sharply in August 1923. The dislo- 
cation caused by the invasion of the Ruhr raised unemploy- 
ment among Trade Unionists to 7 per cent. in April, but 
the stimulus of inflation reduced it again to 3-5 per cent. 
in July. In the final slide the stimulus of inflation was 
exhausted and unemployment rose to 19 per cent. in September 
(p. 449). 

The Rentenmark was in effect no more than an official version 
of the “stable value” currencies that were already in use (p. 
347). The stabilisation was no doubt a firm and courageous act 
of policy, but it provides no argument to support the view that 
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inflation, at an advanced stage, can be checked by limiting the 
quantity of money. 


Cambridge. 


JOAN ROBINSON 


Théorie Mathématique de la Valeur en régime de Libre Concurrence. 
Par J. R. Hicks. (Paris: Hermann. 1937. Pp. 55.) 


Tuts booklet, which is one of the series published under the 
direction of G. Lutfalla, is in principle a preliminary study to a 
forthcoming work by the same author on Value and Capital. The 
main intention appears to have been to assemble the necessary 
mathematical formule in a convenient and cheap form, but in 
fact it affords complete treatment of certain defined problems. 

We find here a development of the very important methods 
initiated in 1934 by Hicks and Allen in Economica under the title 
“A Reconsideration of the Theory of Value.” A reader of this 
booklet would do well first to refresh his memory of these earlier 
papers. Apart from the re-casting of the form of equilibrium 
analysis, the most illuminating result was the expression of the 
elasticity of demand in a form now written 

Ex, Ex, 

Ep, "EM ' 
a op, &,, : pote 
—_—=— -—_— s the symbolism for the elasticity of the demand for 
Prt, 8p, 
a good X, in relation to a change of price of another good X,. If 
we write s = r, we obtain the elasticity in demand of X, in relation 
to a change of its own price, which is the more familiar function of 
a demand curve. 

In the equation M is the total expenditure of an individual on 
all goods, k, is the proportional expenditure at equilibrium on X,. 
o,,, Which completes the equation, is termed the “elasticity of 
substitution ’’ between X, and X,. 

Prior to this analysis it had been customary to ignore changes 
of income or expenditure (M) when dealing with elasticities of 
demand. The term k,s,, is then an analytical expression for the 
elasticity of demand at constant total expenditure when one price 
changes, and it takes into account all the concomitant changes in 
the purchases of all other goods. 

In the earlier articles this equation related to one individual 
with a complex of preferences for any number of goods, the 
formule being worked out for three goods only. But now we 
have the analysis extended to include any number of goods 


(Chapter I), any number of consumers (Chapter II) and any 
MM2 


= —-k, 


k,,5. 
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number of producers (Chapter III). The equation remains of the 
same form, but its terms need more complex interpretation. 

To have subsumed the conditions of equilibrium of the pro- 
duction and consumption of n goods by N persons into a single 
equation is a noteworthy feat, and the generality of the form is very 
instructive. But this simplification has been forced by extending 
the meaning of ¢ till it seems to be only distantly related to the 
primary idea of “ substitution.” Originally in its simplest form 
it was intelligible as ‘‘ relative increase in the proportion possessed 
of two commodities (y/x)”’ divided by “relative increase in the 
marginal rate of substitution of y for z.”’ In the present work ¢ is 
first defined as the ratio between two determinants multiplied 
by certain constants, without any reference to its non-mathe- 
matical interpretation (p. 14), except that on pp. 15-16 there are 
some inconclusive discussions of special cases. It is then 
generalised (pp. 24, 35, 39, 43), by weighted summation of the 
primary o’s in such ways that it will equal the last term of the 
fundamental equation, without any other justification for the 
process. But it is subsequently freely used as having some 
connection with competitive or complementary goods. It is to be 
hoped that in his larger work the author will justify these processes, 
explain the relation of the developed to the primary concept, and 
state under what circumstances o increases or has particular values 
(0,1,00). It may be suggested that this can be conveniently done 
by considering three goods only, and separating production from 
consumption. 

Generally the treatment here makes great demands on mathe- 
matical knowledge and owing to compression sometimes fails in 
lucidity. In the new work there may be a place for the more 
exact definition of the mathematical theorems used, with proofs 
where it is not possible to give reference to easily accessible text- 
books. Again the processes can usually be shown by the use of 
three variables, on the basis of which the generalisations might be 
accepted. In fact, the number of theorems used, relating to 
determinants and to the theory of quadratic forms, are few in 
number; but they are only familiar to modern specialist 
mathematicians. 

The declared object of this work is not, however, the generalisa- 
tion of earlier formulz, but to break completely new ground. The 
system of equations developed by Pareto went no further than the 
description of a position of statical equilibrium, without reference 
to its stability. What happens if preferences or circumstances 
change? In 1924 I wrote, ‘ It is generally possible to determine 














1938] ALLEN: MATHEMATICAL ANALYSIS FOR ECONOMISTS 515 


in what direction the system will move. . . but an actual solution, 
when defined changes take place continually over a period, would 
involve complicated analysis, and little progress has as yet been 
made in such an investigation.”’ Dr. Hicks has taken the first and 
difficult step towards this solution, for he has set out in terms of 
the assumed data the conditions of stability. This is a great 
achievement; the surmounting of one of those cliffs which have 
hindered progress. 

Nevertheless knowledge of the conditions and nature of 
statical equilibrium tells us the effect of small changes only. If 
equilibrium is stable, a body will remain at or near its position, till 
larger or continued disturbances take place, and then we are faced 
with dynamic problems. It is perhaps important to make clear 
that here there is no treatment of dynamical economics, except the 
tentative “C’est alors que, en supposant que ces conditions sont 
encore valables dans le voisinage de la condition d’équilibre, nous 
avons tiré quelques conclusions formelles sur le jeu du systéme des 


prix ” (p. 53). 
A. L. BowLry 


Mathematical Analysis for Economists. By R. G. D. ALLEN. 
(London: Macmillan, 1938. Pp. xv + 548. 31s. 6d.) 


Tuts book fills a long-felt want. At last we possess a book 
which presents the mathematical apparatus necessary to a 
serious study of economics in a form suited to the needs of the 
economist. Only an author who combined an exceptional 
knowledge of mathematical technique with an understanding 
of the methods and objectives of economic analysis could under- 
take this difficult task, and Mr. Allen has performed it most 
successfully. Not only is the exposition extremely lucid, but 
the content is also exactly what is required. The chief need of 
the economist is a thorough grasp of the analytical manipulations 
of functions of one or more independent variables, leading on 
firstly to a real understanding of the infinitesimal calculus, secondly 
to the elements of differential equations, the calculus of variations, 
determinants and quadratic forms, which have now become a 
necessary part of his equipment. This is precisely the field 
covered by Mr. Allen’s book, and it is covered so exhaustively 
that anyone who works through it and masters it will have 
command over the whole of the necessary technique of economic 
theory. 

However important an understanding of the mathematical 
apparatus may be, especially for one who proposes to make use 
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of it, it is even more important that an economist shall be able to 
re-translate his mathematical results into economic concepts. 
Mr. Allen’s book derives its peculiar value from the fact that he 
attaches due importance to both these aspects. He repeatedly 
demonstrates the relation between the mathematical analysis 
and its application to economic problems, and provides numerous 
and well-chosen examples to enable a reader to test his skill. 
It can thus be seen that the book contains considerably more than 
the title would suggest. It is not merely a mathematical text-book 
for economists: it is also an introduction to modern exact 
economic theory. The theories of demand curves and cost 
curves, of monopoly and duopoly, the fundamentals of the 
theories of production and of capital, problems in economic 
dynamics and in many other fields, are dealt with so fully and in 
so modern a manner that I should find it hard to suggest a better 
introduction to economic theory. The specialist will be interested 
to find that Mr. Allen not only displays a mastery over what 
has been done by others, but has also made valuable additions 
of his own. 

In conclusion it may be said that Mr. Allen has presented us 
with a book which, both as a text-book and as a book of reference, 
will undoubtedly be for a long time the standard work in its own 


field. 
E. SCHNEIDER 


Aarhus University, 
Denmark. 


The National Capital and other Statistical Studies. By Sir 
JosiaH Stamp. (London: P.S. King, 1937. Pp. vii + 299. 
10s. 6d.) 

OF the eight papers in this collection five were, in their original 
form, read before the Royal Statistical Society. These, dealing 
with important aspects of the Statistics of national capital, 
national income, profits and the influence of the price level on 
the higher incomes, are, in substance, already well known to 
students. The remaining three, on ‘‘ Alcohol as an Economic 
Factor,” on a sample inquiry conducted by a committee of the 
British Association into ‘“‘ Inheritance ’ and on “ The Economic 
Distribution of the National Capital,” are less familiar, or here 
make a first appearance. 

In the first paper, on the National Capital, written originally 
in 1930, estimates are given for 1935 and corrections made in 
the figures for 1928. The source is very largely Inland Revenue 
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Statistics, the pitfalls and difficulties of which can be handled 
by none with greater skill than the author. In the second 
paper, ““ A New Index Number of Profits,” a basis is provided 
for a comparison of fluctuations in profits with changes in other 
series, and the author makes some such comparisons when he 
explains the method of compilation of his index number. There 
is one point in this explanation which requires a little further 
elucidation. Full details are given concerning the handling of 
two separate series, one derived from the Economist and the other 
from Inland Revenue figures, but (although, after some experi- 
menting, it is possible to guess) no indication is given of the method 
used in the combination of these two series to obtain the final 
result. From the economists’ standpoint this is probably the 
most important chapter in the collection; ~for the conclusions 
suggested help to throw much-needed light on the actual working 
of the present economic system. The high correlation between 
the Index of Production and the general Profits Index seems to 
support the view that “risk-taking profit, as distinct from the 
volume of secured interest, is the real dynamic in business ex- 
pansion and contraction.” It would also appear that the pre- 
war tendency for fluctuations in profits to be less than that in 
turnover has not been maintained; but that there is still, 
as in pre-war years, a comparatively high correlation between the 
Index of Profits and Country Bank Clearings. There are other 
tentative conclusions of this kind in this paper which are worthy 
of further careful examination; but judgment on these is un- 
profitable until the efflux of time brings additional data. 

The other paper on business profits (chapter eight), ‘‘ The 
Effect of Trade Fluctuations on Profits before the War,’’ dates 
from 1918. It is supplemented by a “ note on the subsequent 
history of the Statistics of coal-mining profits.” Its object is 
to determine the connection between cyclical variations in 
business activity and general industrial profits. The lack of 
data then (1918) which is now available for current economic 
activity, such as indices of production, employment, turnover, 
and the like, makes it less convincing than the other papers, 
but this is no fault of the author. 

The title of the third paper, ‘‘ Methods Used in Different 
Countries for Estimating the National Income,” adequately 
describes its contents. It is a very useful account of discussions 
of the methods used for a difficult problem, with many particulars 
concerning a wide range of countries. In the fifth paper, 
“Tnheritance—a Sample Inquiry,”’ the cases covered are too 








518 THE ECONOMIC JOURNAL [SEPT. 


few to be representative; but the conclusion that rather more 
than one-seventh of wealth passed on is inherited or received by 
gift may not be far wrong. The sixth paper, on “ Alcohol as an 
Economic Factor,”’ is the most popular and readable of the eight. 
It consists of a detailed examination of the anti-alcohol arguments, 
based on statistics, usually employed by temperance advocates 
and by writers opposed to the brewing and distilling industries. 
Little difficulty is found in ruthlessly destroying these arguments 
and figures, and the comparatively comforting conclusion is 
reached that those who put the economic difference to-day 
(in industrial efficiency) due to consumption of alcohol “ at less 
than 7 per cent., and those who put it at more than 14 per cent., 
both speak against the weight of evidence.” The remaining 
paper, on the ‘‘ Economic Distribution of the National Capital,” 
is a reprint from a chapter contributed to “ The British Isles,” by 
L. D. Stamp and S. H. Beaver. It is based on Census of Pro- 
duction reports. By comparison of 1907 with the average of 
1924 and 1930, it is shown that engineering and metals, along 
with newer manufactures, have gained ground, while mines, 
etc., and textiles have lost ground. Estimates by the author 
himself are added for the pre-war period, a half-century ago and 
1928. 

Both for methods employed and conclusions suggested this 


is a work of great significance for the economist. 
J. G. Smita 


University of Birmingham. 


National Income and Capital Formation, 1919-1935. By Smmon 
Kuznets. (New York: N.B.E.R. 1937. Pp. x + 86. 
6s. 6d.) 

Studies in Income and Wealth. Vol. I. (New York: National 
Bureau of Economic Research. 1937. Pp. xviii + 348. 
10s. 6d.) 


Dr. Kuznets’ latest book on the national income continues 
his work in the N.B.E.R. bulletins and elsewhere. Its main 
purpose is to give a lucid description of each of the concepts 
measured and a general treatment of the scope and limitations of 
the final figures. It does not attempt to discuss the vast number 
of problems that have had to be settled in building up these 
figures. The book is therefore perfectly adjusted to the require- 
ments of the reader who wishes to understand the movements of 
American income and the limitations of the estimates, but has 
neither the time nor the special acquaintance with the technique 
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of income measurement to benefit from a detailed statement of 
the whole process. In this undertaking Dr. Kuznets has been 
entirely successful. 

After dealing with the definition and measurement of the 
gross and net national product, Dr. Kuznets shows how the total 
is made up from the contributions of the various industrial 
groups, such as mining, manufacturing and so on. He then 
considers the distribution of income between the different factors 
of production and business savings. In addition to the usual 
analysis, he estimates how the shares going to labour, property 
and entrepreneurship have been affected by shifts within and 
between the different industrial groupings. Among other things, 
the interesting conclusion emerges that “the slight rise in the 
relative share of employees’ compensation in the national total 
is due exclusively to a shift among the various industries. . . . 
The intra-industrial shift in the relative share of employees’ 
compensation is . . . distinctly downward.” 

The next section deals with the apportionment of the national 
product between consumers’ outlay and capital formation. Here, 
as in the case of the whole national income, estimates are given 
not only in current prices, but also in the prices of 1929. It is 
perhaps unfortunate that charts 7 and 9, though perfectly correct, 
should, since the variables are measured as a percentage of the 
total national product, suggest that gross and net capital forma- 
tion vary in the opposite direction to consumers’ outlay, whereas, 
as is well known, and shown clearly by the absolute figures, their 
variation is in the same direction. The last section of the book 
itself deals with the composition of consumers’ outlay. 

There are four useful appendices, the second of which compares 
several of Dr. Kuznets’ estimates with those of the Department of 
Commerce. It is interesting to see how close the pairs of series 
are when account is taken of obvious differences of scope and 
method. 

Studies in Income and Wealth, Vol. I, is entirely different in 
scope, and is concerned with the theoretical, and to a lesser degree 
with the statistical problems involved in national income measure- 
ment. It takes the form of a symposium of symposia in which 
various papers are discussed by writers interested in the subject 
they cover, and in which the original contributor concludes by 
commenting upon his critics. It is certainly not a popular book, 
and hardly one for the general economist, since it consists of a 
jungle of technicalities, many of them presented in none too lucid 
or systematic a manner. Moreover, in many cases, perhaps 
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inevitably from the preliminary nature of the work, definite 
conclusions on controversial issues only rarely present them- 
selves. Thus, while the reader may find a wealth of suggestions, 
he is likely to be disappointed if he expects this volume to guide 
him surely through the maze of controversy that exists at present. 

Two papers seem of particular interest in view of the importance 
of changes in stocks and business savings in the movements of 
the trade cycle, and in which fairly definite conclusions emerge. 
They are Dr. Kuznets’ contribution on ‘“ Changing Inventory 
Valuations and their Effect on Business Savings and on National 
Income Produced,” and Dr. Fabricant’s study “On the Treat- 
ment of Corporate Savings in the Measurement of National 
Income.” The latter inter alia gives a valuable table showing the 
effect of inventory revaluation on the crude figures of business 


inventories. 
RICHARD STONE 


Expectations, Investment and Income. By G. L. 8S. SHACKLE. 
(London: Oxford University Press. 1938. Pp. ix + 119, 
7s. 6d.) 

Tus is a purely theoretical work. Mr. Shackle, using the 
concepts (but not, in the main, the terminology) of Mr. Keynes’ 
General Theory, aims at elucidating further the phenomena of the 
trade cycle, in an isolated industrial community, assumed to 
spend on consumption a more or less stable proportion of its 
money income and to possess a monetary authority which refrains 
from breaking the boom in anticipation. He also aims at im- 
proving Mr. Keynes’ analysis of investment and income, especially 
in the treatment of supplementary costs, and at filling up gaps in 
regard to the influence of inventions and at other points. A 
short (but very interesting) chapter is incorporated on the theory 
of the effect of the speculation-motive on the long-term rate of 
interest. As the title suggests, the author emphasises throughout 
the book the inherently expectational character of most of the 
economic concepts of which he treats; and in particular he offers, 
in an important separate chapter, a consistently expectational 
theory of economic investment. 

Though the book contains no elaborate mathematics, the 
author’s thought is wholly mathematical; moreover, there are 
no statistics, and no attempts at factual verification of the theory. 
A book of this sort must be judged by the quality of its thought, 
and by the broad relation of that thought to reality. Mr. 
Shackle’s work stands up exceedingly well to the first test, and 
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(in comparison with other books of its type) relatively well to the 
second. His abstract reasoning, indeed, approaches in precision 
the standard of what is known in mathematics as rigid proof. 
And his treatment of the time factor is admirably clear. More- 
over, the book is constructive; it is refreshing to find here no 
trace of the too-familiar note of sterile controversy. Mr. Shackle 
is content to elucidate and develop, rather than to refute and 
reassert. 

In the matter of expression there are places where one can 
trace signs of an incompletely surmounted difficulty in stating 
quantitative propositions in ordinary English. For example, to 
say that “‘ the partial derivative of investment with respect to 
the long-term rate of interest is negative,” sounds, but is not, more 
precise, and is to most people less immediately intelligible, than 
to say that “a rise in the long-term rate of interest, cet. par., 
restricts the flow of investment, and a fall stimulates it.’””’ In my 
opinion, the book would have been still better than it is if the 
author had forced himself, without sacrificing his high standard 
of precision, to restrict considerably his use of mathematical 
terms. Nor do I think it helpful to refer to “‘an attempt by 
individuals considered collectively to save more out of their 
existing incomes,” when (unless I am mistaken) nothing more nor 
less is meant than “a reduction in consumption-expenditure.”’ 
But these defects are much more than offset by Mr. Shackle’s 
extreme care with terminology and definitions, combined with his 
skill in evading the logical pitfalls with which his subject is beset. 
For example, I have not found either the word “ saving ” or the 
word “savings ” anywhere in the book. (It has, by the way, no 
index.) Nor, after a careful second reading, can I find any 
ambiguity in regard to ex post and ex ante concepts. If it is, as I 
think, not too much to say that the book makes some advance at 
almost every point it touches (even on the analysis of such a 
familiar concept as the “ multiplier ’’), this is due to the author’s 
avoidance, practically throughout, of anything approaching the 
slipshod either in terminology or in reasoning. It is an unusual 
characteristic of the book that its most original parts are also the 
best parts. 

The treatment of the trade cycle, regarded (as the author 
offers it) as “‘ an outline of a theory of the business cycle,” is, in 
my judgment, inadequate in two respects. Specifically monetary 
phenomena, such as banking policy, are in great part abstracted 
from and in small part mishandled. It is a pity to encourage 
the academic student to believe that the banks’ main weapon in 
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regulating their advances is the manipulation of the rate of 
interest they charge on them, or that their actions in the short 
term are overridingly governed by the profit-motive, like those of 
an entrepreneur. Banks are constantly preoccupied with the 
liquidity of their capital assets; entrepreneurs, in general, are 
not, save when and in so far as the banks compel them to be. 
An “ outline of a theory of the business cycle ” ought to find room 
for an account of the irregularly fluctuating pull between the 
desire for security in present (capital) liquidity and the urge to 
activity for future (income) profits, even if it is desired to emphasise 
other parts of the story. 

There is also, as it seems to me, some lack of realism in a 
tendency to abstract from influences originating “on the side 
of’ consumption; and, connected with this, an unsurmounted 
theoretical difficulty in relating the notion of the “ propensity to 
consume ”’ (consumption being defined as consumption-expendi- 
ture) to a definition of money-income such that part of it is not 
definitely related to expenditure—i.e., to the flow of cash or in- 
debtedness. (Money income, in this book as in the General 
Theory, equals consumption-expenditure plus the value of net 
current investment.) I find Mr. Shackle’s treatment of consump- 
tion not free from ambiguities, especially as regards the consump- 
tion of entrepreneurs. There would, I think, have been scope for 
more original analysis here. 

The author is, in fact, rather out of touch with the operations 
of bankers and equity-owners, and with the money- and invest- 
ment-markets generally. But the treatment of banking and of 
consumption occupies only a very small part of the book. In the 
main, the contribution of these elements to the cycle is rather 
neglected than misconceived; and the result is an incomplete, 
rather than a wrong, picture. And if we drop the idea of “a 
theory of the cycle, Mr. Shackle’s analysis of certain inherently 
cyclical elements in (economic) investment itself can be taken as 
an interesting contribution to the study of the influences affecting 
the cycle other than those arising from the habits and fears of 
“the City ” and of consumers. Moreover, what he has to say 
on the cycle, especially in Chapter VI, may well be a useful 
corrective of any tendency to concentrate too exclusively on the 
latter. 

Viewed very broadly, the weak points of Mr. Shackle’s theory 
of investment and income, as I see the matter, are two. (It 
should be made clear that neither of them is peculiar to his theory.) 
First, his wholly short-period analysis of investment makes it 

















1938] THE WORLD’S ECONOMIC FUTURE 523 


hard to relate the theoretical concept of income precisely to the 
real world, where income is always measured in periods of a year, 
during which the partially realised effects of many previous 
investment-decisions overlap inextricably. The point is that the 
real entrepreneur is never in a position to measure the realised 
cost of a single decision. This imports an element of vagueness 
into the revisions of past expectations on which his current 
expectations are (as Mr. Shackle rightly has it) in great part 
founded. A complete theory of investment should find room for 
a representation of this vagueness. I question whether the length 
of the income-period is a matter of indifference, even to the pure 
theory of income. Nevertheless, I believe that Mr. Shackle’s 
subjective treatment of the value of equipment as an element of 
investment and income is essentially realistic (though it may not 
perhaps seem so at first sight). And it is less ambiguous than 
any other theoretical account of the matter known to me of which 
this can be said. It contains moreover a number of valuable 
new ideas, which I have not space to summarise. 

In the second place—and if this is correct, it is fundamental— 
I do not feel sure that the treatment of an economic expectation 
as uniquely correlated with a value will stand logical analysis 
without modification. For example, Mr. Shackle’s concept of 
“ equivalent certainties,” ingenious and interesting as it is, seems 
to me to imply that the weight of evidence subjectively associated 
with a judgment of probability can be expressed numerically 
as a probability of a (numerical) probability. The logical 
objections to this view have been pointed out by Mr. Keynes in his 
Treatise on Probability. But this is an extremely difficult subject ; 
and whatever may ultimately be shown to be the truth, nothing 
but good can come meanwhile out of attempts of the calibre of 
Mr. Shackle’s to invest expectational economic analysis with 


logical precision. 
Hucu TowNnsHEND 


The World’s Economic Future. The Halley Stewart Lectures, 
1937. By A. Lovepay, J. B. Conpiirre, B. Ountin, E. F. 
HeckscuHErR, and S. pE Mapariaca. (London: Allen and 
Unwin. 1938. Pp. 134. 4s. 6d.) 


THESE are stimulating lectures. They do not so much 
present conclusions as questions about our economic future. 
Taken together, they supplement each other; Mr. Loveday and 
Professor Condliffe are concerned with instabilities which they 
think likely to make the system of the future more bumpy, 
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while Professors Ohlin and Heckscher consider whether the 
controls are likely to work as effectively as they should. If 
there is a general conclusion, it is that national methods of 
obtaining a stable order will be insufficient. 

Mr. Loveday perceives three causes of instability. The 
declining growth of population, meaning a smaller proportion of 
children, will turn industry from the more essential products, 
which have a steady demand, toward the luxuries of adults, 
which are more variable; and the mere growth of the national 
income tends in the same direction, since a smaller proportion 
tends to be spent on essentials of life. If these two influences do 
not cause fluctuation, they make us more susceptible to a given 
fluctuation. I am not clear how to take this argument. If, 
in an income of 1000 units, 500 are spent on essentials, and there 
is a fall of the income to 800, the non-essentials fall from 500 to 
300; but, if the essentials are only 200, the same depression 
reduces the expenditure on non-esssential from 800 to 600, a 
smaller ratio of fluctuation. Nor am I sure what will be the 
essentials when families are smaller, either for the children or 
for adults. An inelastic demand is the economic criterion of 
necessaries, rather than physical or physiological conditions. 
So that I am not sure that a wealthier or more adult society 
must be more unstable, unless it creates instability. Mr. Love- 
day’s third cause is the development of high capitalism, and the 
special incidence of instability on constructional industries. 
There is a well-known analysis of this, but I think it should be 
read along with the history of the trade cycle. That was ex- 
plained with great explicitness by Defoe in 1728, when this country 
had no high capitalism, and was well known when we were still 
more agricultural than industrial; nor does it seem that the 
fluctuation increased between the time of Joint Stock and the 
Great War. The only causes which seem to reach over the 
whole period are agricultural and psychological. Unless, that 
is, old causes have given way to new ones, or the controls, by way 
of association and combination, on which Ohlin dwells, have 
counteracted some of the instabilities. 

While Mr. Loveday shows what steps countries have taken 
to change their balance, by agricultural protection, and diversifica- 
tion of employments, and public works, he does not think these 
national policies will solve the question. Ohlin and Heckscher 
perceive the importance, to private industry and to governments, 
of large-scale organisation, but the danger is that this control 
is biassed toward restriction, or is opposed to changes which may 
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be desirable new forms of enterprise. Higher organisations 
should themselves be flexible, and be so managed as to keep the 
whole system flexible. We should not plan better than we know. 

Sefior de Madariaga takes us, in a brilliantly written essay, 
into the realm of the ideas which ought to inspire our policy. 
Liberalism, Communism, Fascism, Religion, Internationalism— 
all have something to contribute to a synthesis of directive 
thought. The enemy is dogma, which limits our conception of 
change, and of the world-wide system on which changes will 


depend. 
D. H. MacGrecor 


All Souls College, 
Oxford. 


When Capital goes on Sivike. By A. DautBerc. (New York: 
Harper. 1938. Pp. xxii + 218. $2.50.) 

Tuts book puts forward a bold but carefully considered 
scheme for preventing liquidity preference from causing unemploy- 
ment. It is marked throughout by clear-headed thinking backed 
by an adequate knowledge of theory. The idea deserves the 
thorough theoretical exploration and elaboration by universities 
which the author asks for. By taxing the current-account bank 
balances, averaged over each month, held by individuals and 
companies, and by causing notes to depreciate at a corresponding 
rate, it is hoped to make the holding of money expensive, and 
thus to keep up a continual pressure on individuals either to invest 
in securities or to spend on consumption any money that comes into 
their possession. I think this proposal really amounts to making 
the interest rate, simultaneously, high for holders of money and low 
for borrowers of money. 'Thus those who insist on holding money 
would have to pay for their liquidity at a rate equal to the tax 
plus the potential interest, while anyone would be able to borrow 
money at the low rate of interest resulting from the general desire 
to escape the tax by holding securities or goods instead of money. 
There would no doubt also be a tendency for individuals to buy 
durable consumers’ goods earlier, rather than later, after 
receiving income payments. 

A number of difficulties will occur immediately to any 
economist, but the reviewer cannot point to any which the author 
has not recognised and tried to deal with. The most important 
would be the tendency for the quantity of money to shrink, for 
when the tax is first imposed, debtors possessing positive bank 
balances will evidently pay off their debts. If any of the 
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recipients of these payments are overdrawn, the aggregate of 
positive balances will be reduced. Further, the high prices of 
bills and securities resulting from the tax would tempt the banks 
to sell out their portfolios to the public, with the same effect of 
reducing the total quantity of money. 

Not much consideration is given to the problem cf overcoming 
opposition to the experiment. It is suggested that the profit- 
earning power of the banks would not be reduced, in spite of the 
lowering of the rate of interest, because they would also lower the 
rate they allow on time-deposits. This point is passed over 
briefly, however, and in general the author has refrained from 
suggesting actual numerical values for his rate of tax and the rates 
of interest which would be established. Finally, it may be 
doubted whether the powerful self-reinforcing mechanism of a 
slump can be overcome by any influence which operates with 
more or less constant strength: provision would still have to be 
made for foreseeing, or at least detecting the imminent arrival of, 
a slump, and increasing the rate of hoarding-tax to counter it. 

G. L. S. SHACKLE 


Oxford. 


America’s Stake in International Investments. By CLEONA 
Lewis. (The Brookings Institution, Washington, D.C. 
London: Faber and Faber. 1938. Pp. xvi-++ 710. $4.00. 
18s.) 

In investment abroad by citizens of the United States, direct 
investment, under the guidance of the owners of the funds 
concerned, has steadily held a more important place than in 
investment of foreign funds in the United States, and has, it 
would appear, been more tenacious of its position. One feature 
contributing to this may have been that railway development 
was a particularly attractive field for foreign lending at the period 
when the resources of North America were being opened up by 
capital from abroad—a period overlapped by that in which U.S. 
enterprise was especially active in a similar expansion of resources 
outside the national borders. 

An indication of the changes in magnitude, over two-thirds of 
a century, of the foreign investments in the U.S., made by private . 
persons abroad, is given in the following totals, comparing 
estimates for the end of 1869 and of 1897 with those for mid-1914, 
and for the end of 1919, 1929 and 1935. The figures, in millions 
of dollars, are 1540 ; 3395 ; 7200 ; 3985; 8931; and 6329. Invest- 
ments in other countries by U.S. residents, at these epochs, are 
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similarly represented by the figures 75; 685 ; 3514; 6956; 17,009; 
and 13,694. To each of the last two figures, between 11,000 and 
12,000 may be added in respect of U.S. Government lendings 
abroad. As will be seen “ The defaulting debtor nation of the 1840’s 
had become the distressed creditor of the 1930’s ”’ (cf. p. 391). 

An interesting study is given by Miss Lewis of the evolution 
of the larger direct interests, as distinct from holdings of bonds 
or loan stock, and of shares, in enterprises concerned with banking, 
mining (including oil production), sugar, fruit, rubber, manu- 
facturing, shipping and public utilities, as well as railways. The 
names of firms or persons taking a leading share in the enter- 
prises established abroad are frequently cited, and give life to an 
account that might, otherwise, have a narrower appeal. 

In the survey of U.S. post-war experience as a lender abroad, 
the reader may, perhaps, be struck with the record of results 
that followed the comparative ease with which many countries 
found access to the loan market. The story is, indeed, a familiar 
one. Of spending there was, for a time, something of a glut, but 
that it served in any general way to build up the wealth of the 
nations that spent the borrowed U.S. funds is far from evident. 

In the final chapter, “‘ Issues for the Future ”’ are discussed, 
and among them the problem of transfer comes up for considera- 
tion. That there would be a need for freer passage for imports, 
and a great broadening of the field within which commercially 
prudent loans could be made, if full payments of the inter- 
governmental debts were not to be disturbing to the national 
economy of the receiving State, is not, of course, overlooked. 
It is pointed out that, in earlier experience, U.S. loans abroad 
have, in large measure, been made to central or local governments, 
and thus did not so directly stimulate competition of foreign 
products in the U.S. home market, or in outside markets supplied 
from the U.S., as if the recipients had been manufacturing enter- 
prises. A like conclusion is reached with respect to the loans 
of the past to foreign Joint Stock enterprise, since banking, 
public utilities and railways accounted for little less than three- 
fourths of the total so lent. Whether, in a large expansion of 
American lending, the encouragement of enterprise directly 
competitive with that of the U.S. would, for similar reasons, be 
avoided in the main, does not appear to be determinable off-hand. 
That it is improbable is the view likely to be widely held. 

The Brookings Institution has added to its preceding 
publications, in this volume, another competent survey of a vital 


group of economic problems, carried out with marked sobriety, 
No. 191.—vou. xtvim. NN 
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and including a large amount of illustrative material. The 
appendices, filling nearly a quarter of the volume, are largely 
concerned with statistical detail, and the sources from which it is 
derived. An index, extending to 30 pages of entries in double 


column, facilitates reference to special features. 
A. W. Fivux 


Commercial Banking Legislation and Control. By A. M. ALLEN, 
S. R. Copz, L. J. H. DarK and H. J. WirHeriper. (London: 
Macmillan, 1938, Pp. xi-+ 513. 18s. 6d.) 

Tus book provides useful and clear summaries of the 
systems of banking legislation, organisation and control in 
thirteen countries. Mr. Allen writes on Canada, Great Britain, 
Switzerland and the United States, and is also responsible 
for the informative first chapter on the principles of statutory 
regulation. Mr. Cope deals with Denmark, Italy, Japan, Norway 
and Sweden, Mr. Dark with Argentina, Czecho-Slovakia and 
Germany, and Mr. Witheridge with Belgium. The most notice- 
able absentees from the list of countries are France and Holland. 
In the preface the authors explain that this is because neither 
of these countries has as yet a specific banking law, though both 
are considering the introduction of one. The book concludes 
with a very full bibliography both of books and articles, arranged 
under countries, and an adequate index. It can confidently be 
recommended both to students and to readers who wish to obtain 
a general idea of the law prevailing in any particular country. 

Since, of the 475 pages of text, 52 are needed for the intro- 
ductory chapter and 100 for the multifarious laws of the United 
States, the accounts of the other twelve countries have had to 
be highly compressed. The authors achieve this by devoting 
almost the whole of their available space to description, and 
contenting themselves with a bare paragraph of conclusions at the 
end of each chapter. On the whole, Mr. Allen seems to allow 
himself more room for comment and criticism than the others, 
and most readers will probably be glad to re-read his introductory 
chapter after they have finished the book, in order to assist them 
in digesting so highly concentrated a mass of information. 

The general impression left by the book is of a widespread 
though gradual change in the line of approach to the problem of 
banking control. There seems to be a growing loss of confidence 
in the ability of legislatures to devise hard-and-fast banking laws 
which will be suitable for all times and conditions, and a con- 
sequent desire for greater flexibility and opportunity for the 
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exercise of discretion. Discretion, however, has in general not 
been restored to the banks themselves, nor even in most cases 
been transferred to the central bank, but usually vested in persons 
or bodies specially appointed for the purpose by the government. 
This policy naturally finds its most complete expression in 
totalitarian states, and seems to have gone furthest in Italy, where 
the Head of the Inspectorate for the Protection of Savings and 
the Exercise of Credit appears to be a kind of super-Managing- 
Director for the whole banking system. But signs of a somewhat 
similar policy are not wanting in some democratic countries, even 
though the power be exercised by “ moral suasion ” rather than 
by law. 

Hitherto the increasing control by governments over their 
banking systems has been exercised almost entirely for the pur- 
pose of protecting the public from the effects of mistaken optimism 
on the part of bank directors and managers. Minimum ratios or 
amounts for cash and capital, regulations for adequate auditing 
and inspection, restrictions on the class of business done, or on 
the amount of loans to any one customer or in any one class, the 
requirement of frequent and detailed banking returns, the placing 
of personal liability for losses on directors or managers—all these 
are restrictions on business. Even the fixation of maximum 
rates of interest can be interpreted in the same light, for if banks 
cannot charge high rates, they will be less tempted to make risky 
loans. For encouraging the banks to expand credit on occasion, 
Governments have relied on releasing the natural optimism of 
bankers by arranging with central banks for the provision of 
additional cash reserves and by relaxing restrictions. But now 
there are signs that a good many bankers have learned their 
lesson only too well, and are no longer prepared to increase their 
immediate profits at the risk of losses later on. To obtain full 
control of credit policy, Governments may be obliged to supply 
engines as well as brakes for their banking systems. To quote a 
recent report of a circular letter issued to United States banks by 
Mr. Jesse Jones, chairman of the Reconstruction Finance Corpora- 
tion, ‘‘ Unless bankers do their part in aiding the Government and 
business,”’ it may be necessary for ‘‘ the Government to go further 
into banking and business.” In any case, it will be interesting to 
watch the subsequent developments of the present tendency to 
transfer the control of the banks from their owners to their most 


important debtors. 
F. W. PatsH 


London School of Economics. 
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World Prices and the Building Industry. By G. F. WARREN and 
F. A. Pearson. (New York: Wiley. London: Chapman 


and Hall. 1937. Pp. vii + 240.) 


THE broad picture presented by Professors Warren and 
Pearson is as follows. The greatest source of disturbance in 
the business world has been the fluctuation in the value of gold. 
Beyond that various industries have output fluctuations of their 
own of varying amplitudes and periods; the algebraic summation 
of these yields an irregular pattern of business oscillation; this 
is further aggravated and distorted by the influence of gold. Of 
the independent cycles the most important is that of building, 
and for this reason particular attention is devoted to building 
statistics in this volume. 

So far as the independent cycles are concerned our authors 
content themselves with a naive, albeit not unreasonable, 
explanation :— 

“There is nothing mysterious about cycles of over- and 
under-production. The majority of producers are guided by 
present profits in their plans for future production. Only a 
limited minority dare to go against the mass opinion and these 
persons are not always in a position to carry out their dissenting 
opinions. The majority of mankind does not make its plans on 
the basis of logical calculatioa of the probable situation in the 
future. It projects the immediate past, modified by recent 
trends, into the indefinite future and then develops explanations 
to support the preconceived conclusion.” 

This explanation hardly seems to suffice, however, for a 
building cycle of so long a duration as from 16 tu 20 years. No 
rigorous attempt is made to analyse the mutual influence of the 
autonomous cycles, save for the paramount influence of gold. 
In the section on building there is some argument to the effect 
that the variations in some other magnitudes depend upon 
building, but the analysis is sketchy, the relation of cause to effect 
is not clearly established and there is a lack of attention to the 
possible influence of other variables such as general construction 
and to the weight which it is proper to attach to building variation 
compared with these. 

The theory developed is crude, refined statistical methods are 
not employed—although a wealth of data is presented, the 
reasoning is rough and ready and the seeker after a coherent 
intellectual account of the general movement is conscious of 
yawning gaps at every point. This is a time when plans are 


projected and executed for the statistical testing of far more 
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refined and rigorous theories. If these are successful, the work of 
Professors Warren and Pearson is bound to appear somewhat 
jejune. Can so much as is required by these more ambitious 
undertakings be squeezed out of time series the accuracy and 
reliability of which do not extend over a long period? Must 
further time elapse before the cruder methods here adopted are 
put completely out of court ? 

It is perhaps unfair for a belated reviewer to call attention to 
the fact that the prognostications of our authors do not suggest 
the down turn which has lately occurred. But this in turn may 
yet prove to be no more than a brief movement. 

At least it may be said that Professors Warren and Pearson 
have done service in once again calling public attention in clear 
language to the disturbing influence of fluctuations in the value 
of gold when gold serves as a measure of value. 

R. F. Harrop 
Christ Church, , 
Oxford. 


On the Economic Theory of Socialism. By O. Lance and F. M. 
TayLor. Edited with an introduction by B. E. Lipprncorr. 
(Minneapolis: University of Minnesota Press. (Oxford 
University Press.) 1938. Pp. vii + 143. $1.75.) 


Tus volume consists of two, previously published, articles 
by the two authors, preceded by an introduction of some thirty- 
six pages by Professor Benjamin E. Lippincott. In his intro- 
duction the editor makes some pertinent observations on the 
neglect by orthodox economists of the economic problems of a 
socialist community. ‘‘ Orthodox economists,” he suggests, 
“have given little attention to socialist economics, either because 
they have been absorbed in the realm of pure theory, or because 
they have been devoted to capitalist institutions.” Towards the 
end he touches upon the questions of bureaucracy and liberty in 
a socialist order of society, inquiring whether the danger of the 
one and the threat to the other would be greater under socialism 
than under monopolist private industry. 

The first article, “‘ The Guidance of Production in a Socialist 
State,” was originally given by the late Professor Taylor as a 
presidential address to the American Economic Association in 
1928, and was published in the American Economic Review.1 It 
is short (only fourteen pages in the present volume), and very 
abstract, dealing with the purely formal problems of costing and 


1 Vol. 19, No. 1, March, 1929. 
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imputation in a socialist community that carried on production 
in response to its members’ effective demand. The first proposi- 
tion laid down is that goods should be sold at a price equal to 
cost. Cost is defined as resources-cost—the drain on the economic 
resources of the community—and this is identified with the 
expense-cost as it appears to the individual producer under the 
existing order. The second proposition is that resources-cost can 
be determined by the productive authorities of a socialist com- 
munity—in other words, that the problem of imputation is soluble 
in the absence of a market for intermediate goods. The method 
put forward by Professor Taylor is one of trial and error, the 
criterion of error in the valuation of any given factor of production 
being the existence of a surplus or of a deficit in the available 
supplies of the factor—a surplus if its imputed value is over- 
estimated, a deficit if it is under-estimated. Thus, as Lange 
points out in the second article in the book, Taylor has the 
distinction of having been the first writer to point out the way to 
answering Professor Mises’s attack on socialism. Moreover, he 
answers in anticipation the later criticisms of Professors Hayek 
and Robbins, that had not been published when his paper first 
appeared. 

Mr. Lange’s paper, which occupies more than half the book, 
appeared originally in the Review of Economic.Studies.1 It carries 
the argument further than Professor Taylor’s does ; in particular 
analyses carefully the concepts of price, cost and equilibrium. 
Using Wicksteed’s generalised definition of price as “ the terms 
on which alternatives are offered,’’ Lange is able to show that 
imputation, and hence cost-reckoning, are not necessarily de- 
pendent on the existence of a market. He develops the idea of 
equilibrium reached through successive approximations, and 
formulates rules for the administration of socialist enterprises 
that would, in his opinion, lead to its achievement. Incidentally 
he gives an admirably succinct exposition of the theory of economic 
equilibrium. He then proceeds to develop the economic case for 
socialism on three main counts : maximisation of welfare through 
better distribution of income, inclusion of all the costs and 
benefits of production in the social balance-sheet, possibility of 
avoiding general crises. Then comes a discussion of capital 
accumulation and of interest policy, followed by some remarks 
on the danger of bureaucracy. The last section contains some 
stimulating comments on the policy of transition from capitalism 
to socialism, arguing in general in favour of a rapid and whole- 

1 Vol. IV, Nos. 1 and 2, Oct. 1936 and Feb. 1937. 
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hogging policy rather than gradualism, but admitting the possi- 
bility of circumstances in which a socialist Government might be 
obliged to carry out a non-socialist policy on Rooseveltian lines. 
An interesting appendix summarises what Marx, Engels, Kautsky, 
Lenin, Trotsky and Stalin have to say about the problem of 
allocating resources to alternative uses under socialism, showing 
that the Marxian school is not as unaware of the problem as its 
critics have maintained. 

It seems that the problems of pricing under socialism have 
now been very thoroughly discussed : controversy over socialism, 
if it is to be fruitful, should move on to other problems. One such 
is suggested by Mr. Lange in his paper (pp. 75-79, 91-92), where 
he speaks of rules that the Central Planning Board would have 
to impose on the managers of socialist enterprise. But what 
guarantee would there be that these rules would, in fact, be ob- 
served? Pure equilibrium theory makes it possible to deduce the 
rules that socialist managers ought to follow: to determine 
whether, or under what circumstances, socialist managers are 
likely to follow them requires data that only realistic social studies 
can provide. The further discussion of socialism in the near 
future may well come to depend on research into the behaviour 
of business managers, under capitalism as well as under collectiv- 
ism, and into the designing of social institutions appropriate 
to the functions of costing and administration under public 
ownership. 


H. D. Dickinson 
Leeds. 


Confessions of an Economic Heretic. By J. A. Hopson. 
(London: Allen and Unwin. 1938. Pp. 217. 5s.) 
Imperialism. By J. A. Hopson. (London: Allen and Unwin. 
Third entirely revised edition. 1938. Pp. xxx. + 386. 

8s. 6d.) 


In this autobiographical sketch Mr. Hobson portrays the 
development of his thinking on politics, economics, ethics and 
other social studies, setting the story in the framework of his own 
personal experience and personal friendships. Mr. Hobson has 
long, and no doubt rightly, insisted on the enormous difficulties in 
the way of maintaining complete objectivity in the social sciences, 
and with disarming candour he confesses that “it ‘stands to 
reason ’ that I cannot claim for myself an objectivity and dis- 
interestedness which I have denied to others.”’ His own opinions, 
like those of other people, may not be so purely rational as he 
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would like to suppose, but the result rather of some personal bias 
to be explained in terms of psychological reactions to individual 
experience. “‘ The psychology of heresy,’’ he says, “is a subject 
that has not received the attention it deserves,” but interesting 
and vivid as are his comments upon the influences which have 
affected his intellectual history, it may be doubted whether in 
fact he has succeeded in throwing much light upon this interesting 
and important problem. Most of us would be hard put to it to 
explain exactly why we think as we do; Mr. Hobson is more 
acutely aware of the problem than most economists, but even in 
his own case he does not solve it. 

Especially in view of the handsome tribute which Mr. Keynes 
has paid to Mr. Hobson’s most celebrated “ heresy,”’ and to which 
the latter refers with justifiable pride, there might in these days 
be some hesitation about the appropriateness of this epithet. 
Many, no doubt, and especially those who are still sceptical about 
some of the modern fashions in interest theory in which Mr. 
Hobson can find echoes of his own early work, will perhaps prefer 
to carry on the discussion on the ordinary foundations of logic 
and observation without troubling overmuch about distinctions 
between orthodoxy and heresy. The last word on the problem 
to the solution of which the theory of over-saving was intended 
to be a contribution has not yet been said, but in explaining a 
situation where people complain that “current savings cannot 
find a profitable investment,” it is worth while to inquire whether 
the failure may not be due, at least in part, to the natural, 
but irrational tendency of the investor to pitch his expectations 
of gain too high, and to the equally natural and equally irrational 
tendency to fail to preserve a proper relationship between the 
flow of capital into familiar types of industrial activity and its 
flow into virgin fields. 

It is a useful service to reprint Mr. Hobson’s Imperialism, 
which originally appeared in 1902, but it is a little disappointing 
to find that even in the Introduction to the new edition, little 
effort is made to fit the events of recent years into the doctrinal 
foundations of this study. Unless the post-war imperialisms of 
Germany, Italy and Japan are to be explained as merely 
imitations of the older model which Mr. Hobson dissects, they 
would appear to fit very uneasily into the theory of excessive 
savings seeking an outlet in the development of backward 
countries. A great deal has been written on imperialism since 
1902, and it would be stimulating to have Mr. Hobson’s critical 
judgment applied to the writers who have followed him. 
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Much that Mr. Hobson writes will still be difficult for many 
economists to accept, but that fact in no way diminishes the value 
of the work which he has so persistently and sometimes so 
eloquently performed. ‘The fact that no one attempted to refute 
the general argument of his Free Thought in the Social Sciences 
by no means implies that it was ignored, or even that it was not, 
as one might hope, taken to heart. Certainly no student of his 
work can fail to keep steadily in mind the profound and far- 
reaching consequences of income inequalities, and the social 
distinctions associated with them, which, though such a striking 
feature of most modern societies, are still too often simply taken 


for granted. 
ALLAN G. B. FISHER 
Royal Institute of International A ffairs. 


A New Sccial Philosophy. By WERNERSomMBART. Translated by 
Karl F. Geiser. (Princeton: Princeton University Press ; 
Oxford University Press. 1937. Pp. 295. 16s.) 

Werner Sombart and his Type of Economics. By M. J. PLoTNixk. 
(New York: Eco Press. 1937. Pp. 132. $2.00.) 


For nearly half a century Werner Sombart has had an 
international reputation as a writer on economics and economic 
history. But his intellectual career is made enigmatic by the 
presence of what appear at first sight to be some strange contra- 
dictions. Some of these contradictions he has taken pride in: 
he was proud of being “‘ a convinced Marxian and at the same time 
Kéniglich-Preussischer Universitdtsprofessor’’; and there has 
always been an element of brilliant improvisation in his work 
which lays it open to inconsistency. How far his character and 
the circumstances of his life explain his latest paradox—the 
appearance of this “‘ convinced Marxian ”’ in the réle of defender of 
National Socialism—is impossible to say. But it is less of a 
paradox than it seems; and, with his accustomed brilliance, 
Sombart is at pains to make it appear a natural transition of 
thought rather than a radical conversion of faith. It was never 
the whole of Marx’s doctrine that he took over, and he always 
maintained a certain critical independence. Sombart was always 
a keen and profound critic of capitalist civilisation, its notion of 
society, its notion of law and its moral ideal. His early criticism 
was conducted under the influence of Marx; and if he continues 
that criticism under a fresh influence he would appear to have 
some reason for rebutting the charge of a convenient change of 
faith. 
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A New Social Philosophy is a translation of a work originally 
entitled Deutscher Sozialismus and published in 1934, and its 
doctrine is partly new—new in emphasis—and partly what we 
have learnt to expect from him. During the last century and a 
half Western European civilisation has gone “ sadly astray ”’ (it 
was the work of the devil—nothing else will account for it); we 
live at the end of a long decline. Its chief error was the creation 
of a colossal structure of so-called world economic relations, “a 
world economic unity, based upon division of labour and without 
regard to the structure of the State.”’ It was an economic age in 
which economic interests were decisive. War was for material- 
economic ends; peace was for the enjoyment of economic pros- 
perity. A practical materialism governed every activity; the 
ideals of the period were veneration for size, rapidity of movement 
and the search for the ever new. Now, all this is “ infinitely 
painful” to contemplate. ‘‘One might prefer to blot out the 
last 150 years of our history and begin again in 1750.” But there 
isa way out. It isa way out which each community must find for 
itself and which Germany has found in National Socialism. 
“* What I call ‘ German Socialism, ’”’ he says, “‘ means, to state it 
negatively, nothing else than the turning away from the economic 
age in its entirety.” This diagnosis of the present need is followed 
by an elaborate. analysis of the concepts ‘ Socialism’ and 
‘German.’ Socialism is defined as “social normality,” which 
is “‘ a condition of social life in which the conduct of the individual 
is determined by obligatory norms which have their origin in a 
universal political community ’’; a condition in which the life 
and activity of human beings is subject to a plan. But there are 
many different kinds of plan, and the only plan which will get us 
out of the slough into which we have fallen is that which belongs 
to an “ heroic ”’ socialism as contrasted with a “ trader ”’ socialism. 
And ‘German’? Perhaps we should have expected something 
less crude from Sombart than the forty pages in which he gives us 
his view of the German character. But there they are, a monument 
of national pride and national complacence. Put ‘German’ and 
‘Socialism ’ together, and the result is a doctrine and a régime to 
“lead Germany out of the desert of the economic age”’; a new 
order and a new scale of values. ‘‘ Devotion, service, sacrifice and 
heroism ” are the principles of this society. It is a “ total order,” 
extending to any sphere of conduct (and yet it is foreign to the 
German character to be drilled and the German demands regula- 
tion and order, but he wishes to impose them upon himself). War 
is no longer for material ends, but for honour; peace, not for the 
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enjoyment of happiness, but for the achievement of “ man’s 
mission on earth.” But, “it is obviously established in God’s 
plan of the world that the destiny of mankind is to be realised in 
the sphere of political association ”’ (it was the devil who invented 
the world economic order), and so Sombart turns to an examina- 
tion of the ideas of Nation, Community and State. And the book 
ends with some remarks on the economic organisation of the self- 
contained national State which the moral ideal demands. “To 
supply Germany’s needs from her own means will not be as 
complete, and certainly not as cheap, as was the case when, 
according to the ‘ free-trade argument,’ goods could be drawn 
from those countries where they could be most cheaply and best 
produced. But we must forego some of the comforts of life when 
higher interests stand in question.” What these higher interests 
are remains obscure. 

It is impossible not to regret that Sombart should have brought 
himself to write most of this book; it is redeemed only by its 
restatement of his diagnosis of the defects of the ideals and institu- 
tions of nineteenth-century capitalist society. It clears up none 
of the radical obscurity of National Socialist doctrine and confirms 
all the old confusions of thought. 

Dr. Plotnik’s pamphlet is an interesting and thorough 
exposition of Sombart’s work as a whole. Its aim is to exhibit 
that work in the setting of its time, and to draw out its main 
principles. There is not much in it by way of criticism, but it is 
an intelligently put together essay, and contains copious quota- 
tions from Sombart’s writings and a bibliography of his publica- 
tions. The middle section, a biography of Sombart, is specially 
interesting and explains much that might otherwise be obscure in 


his intellectual career. 
MICHAEL OAKESHOTT 
Gonville and Caius College, 
Cambridge. 


A Century of City Government. By SHena D. Simon. (Allen & 
Unwin. Pp. 450. 12s. 6d.) 


MANCHESTER is one of the group of towns which are celebrating 
their centenaries this year because the Municipal Corporation Act 
of 1835 found them with an antiquated and rudimentary form of 
local government, a survival of their pre-industrial careers. As a 
contribution towards the Manchester celebrations, Lady Simon 
has written a lively and stimulating book. The exciting days of 
the fight for the Charter are vividly described. There follows a 














538 THE ECONOMIC JOURNAL [SEPT. 


section on the social services, and then a brief description of the 
different trading services operated by the Corporation. It must 
not be forgotten that in spite of her laisser-fatre tradition, Man- 
chester was a pioneer in municipal gas, and has also been the 
promoter of the boldest municipal enterprise in the country—the 
famous Ship Canal. 

In spite of her title, Lady Simon’s treatment is not historical. 
Rather she adopts the plan of giving a fairly elaborate account of 
the situation a hundred years ago, and of the first steps in reform, 
contrasting this with a critical description of the present develop- 
ment of the services. While this method naturally cannot com- 
pare with a full historical treatment, it neatly gets over the 
difficulty of overloading the text with detail. It is to be regretted 
that a certain number of inaccuracies on technical points have 
been allowed to remain, suggestive of haste in compilation. 
Perhaps the most important of these is the surprising statement 
on p. 138 that 80 per cent. of the revenue from Customs and 
Excise was reserved for local use in 1890. This refers, of course, 
to the assignation of 80 per cent. of half the Probate receipts in 
1888, and of a small portion of the excise duty on intoxicants for 
higher education and certain police purposes in 1890. Such 
pitfalls for the student, however, do not seriously detract from 
the interest of the book for the general reader. 

In the course of her discussion of Manchester’s problems, 
Lady Simon touches on a number of questions of considerable 
topical importance. She draws attention to the fact that while 
in the matter of central government it is the elected representa- 
tive—the Parliamentary secretary—who is the departmental 
head in touch with the public, in local affairs (with the notable 
exception of the L.C.C.) it is the technical officer—the M.O.H. 
or the Borough Surveyor. The councillors, who should be the 
real makers of policy, have consequently little opportunity of 
direct contact with, and support from their electors. In Man- 
chester this state of affairs has been particularly noticeable 
because of a long succession of exceptionally able and forceful 
civil servants, from Sir Joseph Heron, the first Town Clerk, 
onwards. The custom of having permanent chairmen of com- 
mittees, and the eschewal of party lines in committee work, are 
perhaps also contributory factors in a situation which Lady 
Simon considers to be definitely detrimental to the election of 
the best citizens on to the council, and to the adoption of a con- 
sistent and progressive policy by the municipality. On the other 
hand, in spite of, or perhaps on account of, the apparent timidity 
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of councillors, the Manchester public has been particularly notable 
for the activity of its voluntary reforming associations, such as 
the venerable Statistical Society, the Sanitary Association and 
the Educational Aid Society. These have been important 
factors in backing up the progressive members of the corporation 
and the local civil service. 

In the light of subsequent events, it is clear that the council 
can justly be taxed with failure to take a broad view in its economic 
policy from time to time—as indeed what government cannot. 
Lady Simon asserts that on only two occasions—in the support of 
the Ship Canal and in the acquisition of the Wythenshawe Estate 
—has a bold and far-sighted policy been adopted. It is of general 
interest to note that although in the past the city has a strong 
tradition of public works, in the recent slump and recovery it has 
followed a policy singularly opposed to the economic ideal. Thus 
a 3d. rate for capital investment was maintained throughout the 
depression, but it was applied not to investment, but to debt 
repayment. Special economy committees—the first of them 
anticipating national economy by six months—have done much to 
hold up expansion of every kind since 1931. Manchester is situated 
in a declining area, but it is not itself declining. The necessity 
for long-period stagnation in municipal affairs is not apparent. 

These difficulties are closely associated with another. Man- 
chester has suffered to an exceptional degree, even from very 
early times, from the centrifugal tendency which deprives urban 
authorities at the same time of useful citizens and wealthy rate- 
payers. The tendency to move out has been accentuated by the 
insalubrious sanitary conditions of the inner city. A larger 
proportion of ratepayers have been lost to other authorities than, 
for instance, in the Birmingham outer suburbs, because Man- 
chester is surrounded by a jealous ring of rival authorities who 
have only very partially and with great difficulty been absorbed 
into the city. This centrifugal tendency suggests an argument in 
favour of some form of regional government for the area—provided 
that one could be found which would offer at least as good a solu- 
tion of the technical problems of administration and the provision 
of municipal services as the separate authorities achieve to-day. 

There is an urgent necessity at the present time for regional 
studies of local government conditions and problems. Without 
more local knowledge it is impossible adequately to predict the 
response of the local authorities to particular central stimuli— 
to a new grant-in-aid, for instance, or to a controlled policy of 
national investment. For, in spite of superficial uniformity, 
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local divergencies are of dominating importance in British local 
government. They may arise from statutory differences—the 
adoption of particular “‘ permissive ’’ Acts, for instance. More 
fundamentally they depend to an important degree on social and 
environmental differences. Two peculiarities of Manchester 
stand out particularly in this respect—her unfortunate climate 
and unhealthy site, and the spirit with which she has maintained, 
with extraordinary integrity, a social outlook which is at the same 
time intensely democratic and intensely individualistic. It is 
not surprising to find that she has been relatively weak in public- 
health administration, but strong on the educational side. It is 
much to be hoped on every ground that Lady Simon’s timely 
study will serve to stimulate regional research into the local 


government problems of to-day. 
Ursuta K. Hicks. 


Cambridge. 


The Juvenile Labour Market. By Joun and SyLvia JEWKEs, 
(London: Gollancz, 1938. Pp. viii +175. 4s. 6d.) 


Tus work is based on the results of an inquiry carried out in 
five Lancashire towns among 2000 children, visited in their homes 
at various intervals over the period of two years immediately 
following the time they left school. The authors had access to 
the medical records provided by schools for the Juvenile Employ- 
ment offices, and to the vocational recommendations of teachers. 
The first part of their book provides an illuminating picture of the 
relation between the prospects of boys or girls when they leave 
school, and their realisation in practice. The second part dis- 
cusses National Policy in the light of the Inquiry, and of such 
changes as can be forecast in the supply of juvenile labour. The 
book as a whole is about as immediate and practical as it could be, 
and since its conclusions are drawn from such different circum- 
stances as those of St. Helens, with a serious unemployment figure, 
and of Warrington, with varied industrial opportunities and a low 
unemployment percentage both among adults and among juveniles. 
there can be little doubt that they have a wide application. 

Three questions stand out particularly from the many which the 
book suggests. Are those qualities that education brings out used 
by industry? In the years after leaving school are the con- 
ditions encountered such as to help or such as to harm? What 
forms can the exploitation of child labour still take ? 

To all these questions the book provides answers as definite 
as they are serious. Professor Jewkes and Mr. Winterbottom, 
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writing in 1933, suggested the answer to the first. ‘“‘ The children 
who have had the longest training,’ they wrote, ‘‘ seem least able 
to obtain employment.” The present inquiry concerned ele- 
mentary-school leavers only, but when we find a boy—of whom 
the head teacher reports “A smart boy of pleasing disposition. 
One of the better boys. Should do well as a clerk.”-—unemployed 
for two years after leaving school, and then employed as a labourer 
in an engineering works at 6s. a week (p. 38), it looks as if they were 
right. This record is one of a group throughout which the dis- 
parity is equally definite; though we are not told what proportion 
of the whole it formed, nor whether the evil was characteristic 
mainly of towns like Burnley and St. Helens where unemployment 
is high, or ran through the cases as a whole. 

Many unreasonable things have been said of “ blind-alley ” 
occupations. It is not altogether unsatisfactory for lads of four- 
teen or fifteen to spend their time dashing about on bicycles. But 
nothing can be said for the “‘ aimless drifting of the child from one 
job to another, quite unrelated,” which was evidently the lot of 
many ; who lost their jobs, we are told, in one-third of the cases 
only as part of the process of being fitted in to suitable employ- 
ment, in two-thirds owing to “ unwise or ignorant vocational 
guidance, discontinuity in the economic system or exploitation by 
unscrupulous employers.” Apprenticeship to a trade may be a 
magnificent education. This drifting is as bad an education as 
can be imagined. 

The authors have illuminating things to say about the third 
question also. Their analysis of industries according to the 
relative numbers of male workers in certain age groups (p. 111) is 
suggestive, an important statistical pointer (not necessarily, as 
they show, infallible) as to which are “‘ unprogressive,” turning off 
large numbers of their workers because they are too old at eighteen 
or twenty. They have a chapter on wages and a summary of 
protective legislation, with clear indications of gaps still waiting 


to be filled. 
W. F. OaKkEsHOTT 


Wages and Labour in the Lancashire Cotton-spinning Industry. 
By J. Jewkes and E. M. Gray. (Manchester University 
Press. 1935. Pp. xiv + 222. 8s. 6d.) 

The Weaver’s Wage. By E. M. Gray. (Manchester University 
Press. 1937. Pp. xi + 69. 5s.) 


THESE books emanate from the Economics Research Section 
of Manchester University. Their purpose is to set out with 
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clarity and precision the salient facts concerning wages and 
labour conditions in the spinning and weaving branches respec- 
tively of the cotton industry; in some part that those engaged in 
the industry, wage-payers and wage-earners alike, may have at 
hand in compact form a survey made, in the light of data from both 
sides, by skilled and unbiased surveyors with an adequate back- 
ground of general economic knowledge; but in no less part that 
the man in the study and the man in the street, both of whom 
are apt to be perplexed by wage questions in the cotton industry, 
may have accessible to him an intelligible account of these 
homofibroid mysteries. 

Unobtrusively, in the course of their deployments, the authors 
draw attention to the particular distresses into which the industry 
has fallen, to the sorry plight of some classes of workpeople, and to 
the need for concerted remedial measures ; but the cotton industry 
is well known to be tetchy on the matter of good advice, and for 
the most part the facts are left to speak for themselves. Speakers 
and writers who have need to personify a reference to low wages 
are apt to name the agricultural labourer. Any who had been 
through the first of these books, that on spinning, would there- 
after for a long time be able to think of no one but the Big Piecer. 
As far back as 1906, when his pay was 4d. an hour, he took home 
the least money of corresponding male workers in all but 6 of 110 
industries. In 1934, he took home, according to district, as little 
as 26s. 4d. and in few places more than 32s. 6d. for a full week. 
If he was married with one child, he might well draw more from 
the U.A.B. than he had drawn for working; if he had several 
children it was (and still is, despite the ‘‘ bosses’ two-bob ”’ of 1933) 
comparative starvation to work. At the same time the minder 
by whose side he worked would be getting his £4 a week or there- 
abouts. A study in disparities, probably without parallel. 

The Weaving volume, prepared by Mr. Gray with the assistance 
of the staff of the Economics Research Section and with the blessing 
of Prof. Jewkes, is based upon an elaborate examination of the 
wage card collected by the Weavers’ Trade Unions in their two 
recent wage censuses. On this the weaving side the employers, 
who had carried out their own censuses at the same times, had 
special reasons for not wanting their own results served up in 
detail, but it is possible to say that the conclusions reached by 
Mr. Gray are borne out by the employers’ data. The present 
position is that from acute distresses resulting from the industrial 
depression and the loss of much export trade the weaving industry 
has, with an improvement in general prosperity, run into equally 

















1938] WILSON AND LEVY: BURIAL REFORM 543 


acute difficulties in the shape of a low and lagging wage-level and 
a resultant shortage of some crucial classes of labour. The way 
out was to offer higher wages, but hitherto the rigours of the 
export trade and the pressure of foreign competition have been 
deemed to make that course impracticable. Hence workers 
move out of the cotton industry and youngsters avoid it, and the 
employers find themselves in a sad fix. If with present methods 
of production they cannot raise wages without losing trade, the 
only way of keeping and attracting suitable workers seems to be 
to change the methods—to introduce more automatic machinery, 
and thereby increase individual earnings without increasing unit 
costs. That must mean a reduction in the number of workers 
for a given output; but you cannot in a competitive unsubsidised 
industry have it all ways. If at the same time steps were taken 
to make the weaving industry more attractive to youngsters by 
some rearrangement of working conditions to eliminate many 
of the unprogressive jobs which have always existed, parents would 
learn in due course to forget the bitter experiences of past years 
and to look again on weaving as a career for their children. It 
would seem that the only way in which a satisfactory level of 
earnings per head can be guaranteed in the weaving industry is 
“to equip each operative with as large an amount as possible of 
the most efficient technical equipment, so that each worker is 
worth a high wage,” and accept as inevitable a reduction in the 
labour force. 
Joun Hitton 
Cambridge. 


Burial Reform and Funeral Costs. By Str ARNOLD WILson, 
M.P., and H. Levy. (London: Oxford University Press. 
1938. Pp. xv + 248. 12s. 6d.) 


In England and Wales nearly 500,000 persons die annually. 
For their burial, at 1500 to the acre, some 300 acres of land is 
needed, or nearly half a square mile, after allowing for the few 
cremations. The nation’s funeral bill is at least £10 million per 
annum, and may be as much as £15 million. Nine-tenths at least 
of this sum is incurred by the dependants and relatives. To be 
buried “by the parish” is still looked upon as the ultimate 
abomination and disgrace. On that deep dread is founded what 
is so inexplicably called “ Industrial Assurance,’’ whose purpose 
is to enable wealthless families by weekly payments to command 
the means whereby to pay the ten, fifteen or twenty or more 
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pounds needful to give their dead a “‘ proper funeral.’ It is to this 
end that our lowlier households pay £66 million a year to insurance 
companies, and receive £33 million in benefits. It is for this that 
tens of thousands are employed in the burial assurance business 
and thousands in the burying business. Provision against the 
cost of dying may amount to as much as 5 per cent. of the “ cost 
of living of a working-class family.’’ Burial, from being an 
inexpensive and dignified ceremony, centred in the local life of a 
village or small urban community, has become an economic 
problem, beset by grave evils, and involving heavy expenditure 
by those who can least afford it. Yet, almost alone of all items 
of national expenditure it has remained unexplored and un- 
discussed by sociologists and economists. 

But here at long last are Sir Arnold Wilson and Dr. Levy with 
the whole story—or a good deal of it. They give the history, 
they recite the facts, they reach conclusions. What they 
recommend, in brief, is (1) a full official enquiry into the dis- 
position of the dead; (2) ‘‘ Death Benefit ” to be automatically 
extended to all persons insured under N.H.I.; (3) a Commissioner 
for the Disposition of the Dead under the Ministry of Health; 
(4) the merging of Burial Authorities. 

By the preparation of this book Sir Arnold and Dr. Levy 
have added to the gratitude we already owe them for their 
Industrial Assurance of only last year. As a book it has its faults. 
One can hear, in a good many passages, a querulous tone as of one 
who finds his fellows everywhere doing stupid things and appearing 
to do them on purpose. There is a hint of a reluctance to give 
the undertaker his due. Even the Cost-of-Living Index Number 
gets a grumble because it omits burial costs from its basis, though 
how you could measure from month to month the changing costs 
of an unchanged funeral I do not know. There are slips on pages 
59 and 60, where the figure of 134,659 persons liable for estate duty 
appears as 103,459, and the £5334 millions of estate capital value 
appears as £553}. John Selden of Table Talk takes a plural on 
p. 70, which he should not. There is no mention of the funeral 
provisions of co-operative societies; although 122 societies 
provide such services for their members. Hence the authors 
have missed what might have been an excellent fifth reecommenda- 
tion : “‘ Let all working people join the Co-op and see that their 


Co-op has a funeral department.” 
JoHN HILTON 


Cambridge. 
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Growth of American Manufacturing Areas. By G. E. McLAUGHLIN 
(University of Pittsburgh: Pittsburgh Bureau of Business 
Research. 1938. Pp. xxvii + 358. $3.00.) 


THE U.S. Census of Manufactures for 1929 published for the 
first time statistics of thirty-three “industrial areas,” each 
consisting of an important manufacturing city as nucleus “ and 
the county in which the city is located, together with any adjoin- 
ing county or counties in which there is great concentration of 
manufacturing industry.” Mr. McLaughlin has in this book 
traced the changes in occupied workers, in population, in manu- 
facturing wage-earners and in net output or “ value added ”’ of 
the same or similar areas back through the Census Years to 1869. 
In the last two chapters a more detailed study is made of the 
Pittsburgh area. 

It is the changes in the localisation of industry or manu- 
facturing industry in general that is traced, not changes in the 
localisation of particular industries. Nevertheless these general 
changes are interpreted largely as the result of changes in particu- 
lar industries. And here Mr. McLaughlin must be congratulated 
on realising that the distribution of industry in general may alter 
in favour of any one place, not only because particular industries 
are moving there or new industries getting established, but also 
because the particular industries already established there are 
growing nationally more rapidly than others. In the United 
States as a whole, for instance, the electrical goods, the motor-car 
and the motion-picture industry have recently been growing 
faster than others, thus redistributing the employed population 
and the national output in favour of the Pittsburgh, Detroit and 
Los Angeles areas, where these industries were established already. 
Since the interpretation undertaken in the central portion of the 
book depends so much on the industrial constitution of the areas, 
it is a weakness, however, that, except for the Iron and Steel 
Industry (Table 34), there is no precise measure of the relative 
importance of different industries in each area. There is no 
attempt to provide (as is being done for England) a location 
factor, stating how far an industry is more, or is less, prevalent in 
a given area than in the country as a whole. 

Much of the interpretation of the growth of areas by reference 
to changes in single industries is thus left somewhat vague. 
Important conclusions may, however, be drawn from Mr. 
McLaughlin’s figures. Of these the most practically significant is 
that, to avoid risk of dereliction, an area should contain a diversity 
of industries from which new trades may develop. Pittsburgh 
002 
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has always been primarily an iron and steel area, and since the 
electrical goods industry established itself, no new major industry 
has taken root there. The iron and steel areas have as a whole 
not grown recently as rapidly as others, so that the Chicago area, 
which has “ mixed in” iron and steel with a variety of other 
industries (including such new developments as radio set manu- 
facture), has fared much better than Pittsburgh. 

The practical advantage of a diversity of industries is part of 
the author’s general thesis of a normal growth curve for an 
industrial area which, after a middle stage of rapid rise, tends to 
‘“‘round off” in senescence. Each area should, so to speak, 
possess the means of rejuvenation. The “ flattened S-shaped ” 
growth curves are certainly strikingly illustrated in several charts ; 
but we fear much of it is an illusion, due to the use of value added 
in manufacture as the index of business activity. The middle 
stage for most areas falls by accident in the years 1914-20, years 
of rapid rise in prices, which may account entirely for the steep 
rise in curves of value added. “‘S”’ effects are hardly noticeable 
where the index of activity is (e.g., Chart 9) number of wage- 
earners, or population. 

One further conclusion is of interest to English readers. There 
is no American Great Wen overspreading the face of the land. 
New York, though still twice as populous as any other American 
industrial area, increased its values added by manufacture less 
between 1921 and 1931 than did manufacturing areas taken as a 
whole. 

For Great Britain a continuous record of changes in industrial 
location over a number of decades has not yet been worked out. 
Mr. McLaughlin presents us with a model of clear tabulation of 
the complicated facts, and with a realistic analysis that takes due 
account of the multiplicity of causes underlying those facts. 

P. SARGANT FLORENCE 
University of Birmingham. 


Our Trade with Britain. By P. W. Brpwe.ty. (New York: 
Council on Foreign Relations. London: Royal Institute 
of International Affairs. 1938. Pp. 129. 6s.) 


Ir is not difficult to form general opinions about the value of 
an Anglo-American trade agreement, but the cause of freer trade 
in these difficult times is often damaged by the unwillingness of 
those who are most eager for it to grapple with the complicated 
details of the concrete trade situations with which negotiators 
must deal. Such tedious matters it is easy to leave to those whose 
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enthusiasm for lowering tariff barriers is, at best, lukewarm. In 
these circumstances Professor Bidwell’s sober and realistic study 
of American and British trade policy and trade relations in recent 
years has a considerable practical value, and should be carefully 
studied by all who are interested in the current negotiations. 

A brief summary of the more important items which enter into 
trade between the United States, on the one hand, and Great 
Britain and the Dominions and Colonies on the other, is followed 
by a general picture of American and British commercial policy 
since 1914, with special reference to the Trade Agreements Act 
of 1934, and British post-Ottawa policy. More detailed attention 
is given to the background within which Anglo-American 
negotiations are now carried on, and especially to the complica- 
tions created by the Ottawa agreements, the final conclusion 
being that the crucial point is the reduction of the American duty 
on raw wool. This would diminish the opposition of American 
woollen manufacturers to concessions to the British woollen 
industry, and might induce Australia to agree to those 
modifications in British preferences to Dominion fruit and wheat 
which would meet the most urgent desires of American exporters 
of foodstuffs. 

Within the limits of this concise study Professor Bidwell has 
little scope for speculative excursions into the wider territories 
which such expositions suggest. ‘The economic historian, for 
example, might do well to study in greater detail the shifts in the 
balance of interest within the United States, affecting farmers, 
export manufacturers and holders of foreign investments, which 
have enabled Mr. Cordell Hull to win his modest successes in the 
attack on trade restrictions. 

Perhaps the most important reflection suggested by such a 
study concerns however the deeply-rooted habit of thought 
whereby the world insists on treating the essentially dynamic 
problem of trade expansion in concepts which are really static in 
character. Only those tariff changes are worth worrying about 
which make possible net additions to the volume of trade. Even 
Professor Bidwell refers, without marked disfavour, to the 
suggestion that the Dominions might be bribed to surrender 
some of their preferences in British markets by a British offer to 
renounce some of the favours enjoyed by British manufacturers 
in Dominion markets, a policy which might conceivably mean a 
net reduction and not even merely a redirection of the existing 
volume of trade. That the volume of trade might be expanded 
by discovering commodities which could immediately be added 
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to the consumption schedules of importing countries, without 
any displacement of other goods, is theoretically conceivable, but 
some such displacement is almost certain to occur, and one 
reason why the process of lowering trade barriers is so painful 
and slow is the fact that while its opponents naturally make the 
most of all the risks, real and imagined, of unemployment and 
capital loss, its supporters often fail to insist upon the intimate 
organic relation between a more liberal trade policy and a vigorous 
and flexible investment policy which will reduce these transitional 
risks to a minimum. The same preference for static concepts 
reveals itself in the attention paid to the rule of “ principal 
supply.”’ To a hard-headed negotiator it would no doubt seem 
a little simple-minded to suggest that, instead of ascertaining 
which goods were already being exchanged in the largest 
quantities and then endeavouring to exchange still more of them, 
it might be more sensible to look out for goods which were not 
already being extensively exchanged. But simple-mindedness 
is sometimes not inconsistent with common sense. 
ALLAN G. B. FIsHEer 


Royal Institute of International Affairs. 


La Structure économique de la Suéde et de la Belgique. By J. 
JussianT. (Brussels: L’Edition universelle S.A. 1938. 
Pp. xx + 600.) 

Tue idea of writing a comparative study of the economic 
structure of Sweden and Belgium was a good inspiration. These 
two small countries, near to each other geographically, both 
industrialised and very dependent on international trade, are yet 
essentially different in many respects. The major points of 
likeness and contrast lend themselves to an interesting analysis 
of economic institutions. 

Dr. Jussiant’s method is to begin with geology, climate, 
natural resources and population, and then describe each separate 
industry in the two countries. In this way he builds up a very 
lengthy and not always interesting catalogue of facts, showing 
ample signs of painstaking research. He makes a laudable 
attempt to compare the standard of life in the two countries, 
and concludes with reasons for the general superiority of Sweden 
and the moral to be drawn for Belgium. 

As one reads through these pages, with their profusion of 
detail relating to all aspects of industrial life, one soon begins to 
be on the look-out for points in which Belgium can claim leader- 
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ship. We find, for example, that Sweden has higher real wages, 
both in agriculture and industry; her land system is mainly 
peasant proprietorship, while in Belgium 60 per cent. of the soil 
is cultivated by tenants; Swedish finances are in excellent order, 
while Belgium is saddled with a heavy national debt and a series 
of unbalanced budgets. In one respect, however, Belgium can 
claim to be much more favourably placed—namely, in respect to 
overcrowding. Even the test by which congestion is measured 
in Sweden is far from being adequate. According to the official 
standard adopted in an inquiry into 45 representative towns in 1933, 
a dwelling with one room and a kitchen was regarded as over- 
crowded if there were living in it more than three adults, or more 
than two adults and two children, or more than one adult and 
four children. On this test no less than 13 per cent. of the 
dwellings were overcrowded, and 47 per cent. of the families 
which had three or more children were living in congested con- 
ditions. Things are not as bad as this in Belgium. It is clear 
that Sweden has a long way to go before she has solved her 
housing problem satisfactorily. 

It is interesting to find that, like Great Britain, both Belgium 
and Sweden have seen a great expansion in their distributive 
trades in recent years. In Belgium, according to Dr. Jussiant, 
there is one retail shop for every thirty-seven inhabitants. The 
author comments that this is a case where the effect of new 
entrants is to raise costs and prices (the excess capacity argument), 
and in the same sentence he goes on to say that the evil is 
enhanced by the presence in the trade of 34,000 “retailers ” 
whose main occupation is something else. The argument is 
rather confused : it should have occurred to the author that the 
competition of these pin-money retailers must tend to be 
effective. 

Among the general conclusions is the statement that Sweden’s 
superiority in standard of living is due to a richer endowment of 
capital per head and to her consistent regard for financial 
integrity. The latter is probably an effect rather than a cause; 
and Dr. Jussiant seems to underrate the real significance of 
recent changes in Swedish budgetary practices. 

This book contains all the necessary material on the subject. 
But it is far too bulky, and the author’s ultra-descriptive method 
prevents it from being as valuable as it might have been. 

BRINLEY THOMAS 
London School of Economics. 
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The Problems and Practice of Economic Planning. By RayMonp 
Burrows. (London: P. S. King. 1937. Pp. ix + 280. 
10s. 6d.) 

** PLANNING,” says Professor Burrows alliteratively, in his 
Introduction (should it not have been Preface ?), “is a present- 
day panacea which is probably as perplexing to the pedant as 
it is popular with its protagonists.” But though the panaceas 
may change—it was rationalisation before it was planning— 
there is no question that a practical problem is perpetually 
presenting itself. It is the problem of the breakdown of the 
competitive system, and Professor Burrows is right in his own 
plan of reviewing and criticising in the first four chapters the 
competitive system, modifications of that system by industry 
itself and by the State, and the complete supersession of the 
system. The factors underlying the breakdown of competition 
are perhaps too briefly touched upon, and we are given the 
impression that restrictive combination came (p. 17) as a reaction 
to be expected, or even (p. 46) as a serpent with promises of larger 
profits. This somewhat Biblical view ignores the evolutionary 
effects of scientific invention, and technical advances upon 
economic structure. The “much greater percentage of total 
costs” (p. 19) constituted by the overhead costs of expensive 
equipment might with advantage have been followed up further 
as a clue to the propensity—pursued through boom and slump— 
to fly from competition. 

Planning has always taken place (almost by definition) 
within the “firm,” so that the main question is how far the 
“firm” is to extend. Professor Burrows is rightly suspicious 
of the attempts through “ self-government ” to make a “ firm” 
of the whole existing industry. Here, he feels (p. 30), the only 
antidote for the perils of monopoly is a spirit of beneficence 
amongst the responsible producers. As he says, something a 
little more tangible is required. We are thus led to consider 
State interference both in theory and practice—with or without 
self-government schemes—in Great Britain, Australia, Italy, 
Russia and elsewhere. This review of actual practice provides a 
condensed outline of the welter of measures which can be heartily 
recommended to teachers. It is not mere description, but 
criticises policy by objective tests such as the consumers’ 
standard of living. The final comment on the experience of the 
past is (p. 257) that planning is “ often only a refined name for 
the process of securing sectional advantages” and that most 
of the planning devices are (p. 255) “‘a confused medley of in- 
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consistencies which will require to be scrapped as soon as saner 
policies can be introduced by a less harassed and more adventurous 
world.” 

In his Introduction, Professor Burrows points out that it is 
“important to know who is to be entrusted with the making of 
the decisions which are to mould our fate. The method used to 
choose these persons (e.g., political machinery) is also significant.” 
If there is a lack of balance in his view of planning, it is perhaps 
in giving too little weight to the political machinery not only 
of States, but of the immediate controlling authority. In modified 
capitalism the working of the joint-stock company constitution— 
the predominant type of “firm ’”—is important as also, within 
limits, consumers’ co-operation. It is not correct to dismiss 
(p. 27) the co-operative society as no more democratic than the 
joint-stock company in giving control to consumers or workers. 
As to companies, the interests in control vary greatly, but in 
general they seem to accept combination and amalgamation more 
readily than the private entrepreneur. Nor must it be forgotten 
that the final combine remains in constitution a joint-stock 
company. 

As a summary of the more purely economic measures and 
consequences of planning, this work covers a wide field most 
satisfactorily. Professor Burrows displays a knowledge of 
current economic theory which happily informs the details of 
most of the plans he describes. 

P. SaRGANT FLORENCE 
University of Birmingham. 


The Middle Way. By Harotp Macmimian, M.P. (London: 
Macmillan. 1938. 9’. Pp. ix + 382. 5s.) 


Mr. HakoLD MAcMILLAN’s book is interesting for two reasons : 
first because it shows how far some of the younger and more 
thoughtful Conservatives have absorbed, if not the conclusions, 
at least the analysis of the problems of industry which not very 
many years ago would have been regarded as the heresy of a 
Socialist; second, because it shows how far many business men 
have now moved from the unqualified individualism of their 
predecessors. 

The author starts, as is right, from an appraisal of existing 
standards of life, and finds them, by any sufficient measure, in- 
adequate. His problem is therefore to raise productivity to a higher 
level. Of the various elementary needs of man, a distinction, he 
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argues, may be drawn between those, on the one hand, with 
regard to which there is little or no real consumers’ choice and the 
consumption of which is relatively stable in all income-groups, 
and those, on the other, with regard to which there is a wide 
range of consumers’ choice and wide variation of consumption in 
accordance with consumers’ incomes. In the first category fall 
potatoes, sugar, and various other commodities having a possible 
change of form or substitute in certain income grades—bread or 
flour, milk or condensed milk, butter or margarine. Domestic 
coal, coke, gas and electricity also lie close to the edge of this 
category if not within it. With regard to this group the level of 
consumption differs little from what it would be if they could be 
made free goods. It is not price, but satiety which sets the 
effective limit to consumption for a large part of the community, 
and if that of the rest could be raised to satiety point, so much the 
better. For this group the effective problem is to maintain that 
output which is required to satisfy all consumers and to reduce 
costs of production and of physical distribution to a minimum. 
With regard to other luxury foods and to consumers’ goods more 
generally, it is obviously impossible to provide many of them in 
such plenty that they can be treated as free goods, and there is no 
reason to think that welfare would be increased by so treating 
them. For these an improved system of production and retail 
distribution must be organised, and unrestricted capitalism has a 
more important part to play. 

Any ordinary industry, Mr. Macmillan suggests, passes through 
a kind of life cycle—first a period of initiation when risks are high 
and productive methods are in process of perfection, then a 
period of expansion when profits appear and competitive growth 
takes place in an expanding market, finally a period of adjustment 
when expansion has been carried too far, competition has become 
so keen as to destroy profits and new inventions are beginning to 
cut into the market. The first two periods he regards as the 
province of individual capitalism, the last as the period of 
regulation. There will always, so long as there is technical 
progress, be resources that are becoming available for the first 
stages of new industries, but with contracting markets and 
stable population, an increasing proportion of the whole is 
passing into the third class. It is therefore important to have a 
readily prepared machinery for industrial regulation, and Mr. 
Macmillan sketches again the Industrial Reorganisation (Enabling) 
Act which he had already adumbrated in earlier writings. 

So long as he is concerned with the machinery of industrial 
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government, Mr. Macmillan is always cogent and persuasive. 
But many readers will feel dissatisfied with the paucity of guidance 
which he gives regarding the policies to be pursued by these 
regulatory monopolies. He clearly recognises that the funda- 
mental issues of economic policy arise from the conflict of progress 
and security (pp. 182-3), but he gives us little help as to how that 
conflict should be resolved. There may be industries—coal- 
mining is probably an example—in which an excess of capacity 
is confronted with an inelastic demand, and in which a monopoly 
can thus raise total receipts and redistribute wealth favourably 
to the industry concerned. It is at least arguable that economic 
welfare will thereby be increased. But with regard to many 
industries—the cotton industry is perhaps an example—no such 
easy solution is possible. The alternatives open to any regulatory 
body are low prices and profits combined with a larger volume of 
activity and larger total income, or, on the other hand, better 
prices, higher profits, but a lower level of activity, a lower total 
income and higher unemployment. Is it obvious that welfare 
will be increased by drastically and quickly excluding large 
numbers of employers and workers and depriving them of 
opportunity of working at the one trade for which they are 
qualified ? Without considerable knowledge, first of the reduction 
of prices caused by their additional output, second of the oppor- 
tunities that exist for their alternative employment, it is difficult 
to judge what course will best promote short-run welfare, and 
without knowledge of the capacity of the industry for technical 
improvement one cannot judge whether a period of such com- 
petition is wholly harmful or partly beneficial. Mr. Macmillan’s 
attitude to the surplus producers of an industry is a little too 
reminiscent of the healthy man who regards his sick neighbours 
rather as sources of infection than as objects of solicitude. 

It is indeed true that he looks forward to easing the lot of the 
unemployed man by raising the level of real unemployment 
pay, partly by free distribution of essential foodstuffs, and that 
he hopes to raise substantially the wages of those employed, 
assuming, I think, a little too easily that real wages will be thus 
raised. It is true also that he believes that the large units of 
well regulated industries are considerably more efficient than the 
small producer. But even so, the circumstances in which the 
national income will be raised by the creation of monopoly are 
not universal. It is at least equally possible that it will, as has 
happened in several recent instances, serve to perpetuate small 
units and inefficiency. Nor does the history of the Coal Mines 
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Reorganisation Commission encourage one to believe that 
administrative pressure can prove an effective substitute for 
bankruptcy. The clash between security and progress is surely 
a more difficult one than Mr. Macmillan has recognised. An 
invitation to enjoy the benefits of both worlds must necessarily 


be suspect. 
AUSTIN ROBINSON 


Sidney Sussex College, 
Cambridge. 

















NOTES AND MEMORANDA 


Mr. KEYNES AND “ FINANCE ”’ 


In his Comments on my note in the June JouRNAL, Mr. Keynes 
makes certain charges of misunderstanding, obscurity and 
confusion to which, if such debates could profitably be continued 
for ever, I should desire to reply both by the method of direct 
defence and by that of counter-charge. In this note, however, I 
propose to confine myself strictly to one matter of great 
importance, on which I am hopeful that a measure of agreement is 
now in sight—namely, the effect on the rate of interest of what 
Mr. Keynes calls “‘ a reduction in the propensity to consume,” and 
I, in my note, have called “ an increase of thrift.” 1 

In drafting a reply to Mr. Keynes’s Comments, I wrote as 
follows : “‘ Nevertheless, I must thank Mr. Keynes for rightly 
intuiting what question I was trying, in the penultimate paragraph 
of my §5, to ask him: nor is his answer unsatisfactory. For he 
agrees that normally, and not merely at these rare moments of full 
employment, an increase of thrift will tend to lower the rate of 
interest.’’ Mr. Keynes, after reading this sentence, asked me to 
state that “if ‘an increase of thrift ’’ means, not an increase of 
savings but ‘an increase of thriftiness’ (i.e. a decrease in the 
propensity to consume), and if ‘normally’ means that the 
attendant circumstances are such that the increase of thriftiness 
leads to a recession in employment and in income, but not to any 
increase in the desire to hold liquid resources, and that the stock of 
money is constant, then he not only agrees with the proposition 
but claims to have been the first to have stated it in this 
form.” 

This statement I am most glad to quote : for I have previously 
argued (Quarterly Journal of Economics, Nov. 1936, p. 187) that 
some such proposition concerning the effect of an increase of thrift 


1 Mrs. Robinson (Introduction to the Theory of Employment, passim) has used 
the term “‘ increase of thriftiness ’’ in the same sense. I prefer the shorter word, 
partly because it conveys a suggestion of action. Changes in “ -nesses” and 
“propensities ’? do not in themselves exercise any effect on the external world. 
Nor does a decision to get up early necessarily indicate any reduction in the pro- 
pensity to lie in bed—it may rather indicate an increased determination not to 
indulge that propensity! Cf. Miss Curtis, article in Quarterly Journal of 
Economics, Aug. 1937, pp. 619-20. 
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on the rate of interest can be established with the aid of the 
apparatus used in Mr. Keynes’s book. My difficulty was to find 
any such proposition in the book itself. Indeed, from certain 
crucial passages thereof! I derived a strong impression that Mr. 
Keynes’s thesis was that, except in conditions of full employment, 
there existed no route through which an increased desire to save 
could lower the rate of interest, or—therefore—promote 
investment. 

I must not be understood to accept all the implications about 
the mechanism and timing of events conveyed in Mr. Keynes’s 
statement quoted above. But it is, I think, something that we 
are agreed that, from an increase in the desire to save to a fall 


in the rate of interest, a causal route does, ceteris paribus, exist. 
D. H. RoBertson 





SENIOR’S LETTERS ON THE CoRN Laws 


In his review of Miss Marian Bowley’s Nassau Senior and 
Classical Economics (Economic JouRNAL, Vol. XLVIII, p. 285), 
Prof. Viner writes “ there is no mention of Senior’s Letters on the 
Corn Laws, 1839 (which I have never seen, but have several 
times seen listed).”” ‘The reason would seem to be simple and 
sufficient—viz., that the Letters are not by Senior. 

Two or three years ago, when I was making some study of the 
economic thought of this period, I found an item Letters on the 
Corn Laws entered among Nassau William Senior’s works in the 
catalogue of the University Library at Cambridge.? Reference 
to the pamphlet itself showed at once that it is not by him. 
The title page is as follows: Senior’s Letters|on the | Corn 
Laws.|A New LEdition.|By|A Member of the Temple.| 
London :| Ridgways, 169, Piccadilly, | MDCCCXXXIX|. The 
prefatory “‘address”’ ‘‘to the landowners, tenants, and occupiers 
of land,”’ which is dated Feb. 1, 1839, is signed ‘‘ A Senior,” thus 
showing plainly that “‘ Senior” here is not a proper name, but 
the Latin comparative used as a pseudonym. The “ postscript,” 
also dated Feb. 1839, is signed in the same way, and both it and the 
“ address ” are from the same hand as the letters which form the 
body of the pamphlet. These last, the ‘‘ address ”’ explains, 


1 Viz. pp. 212-13 and 372-3, to which I must ask the reader to refer. 

2 On the printed slip the title is ‘‘ Senior’s letters on the corn laws. A 
new ed. By a member of the Temple. 8vo. London. 1839.” The first 
word has been altered by hand to ‘‘ Senior, Nassau William.” 
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were first printed in 1836, being then “‘ circulated in four different 
newspapers and afterwards collected and published in a pamphlet.” 
Throughout it is obvious, both from the content and the style, 
that the writer is not Senior (who was, by the way, a member of 
Lincoln’s Inn). In 1836 he refers to his “long life of business ”’ 
(p. 18), describes himself as “an old Farmer” (p. 31) with a 
holding of 600 acres and gives his farming-account for the previous 
year: in 1839 he writes from “Surrey” (p. 47).1 He is a 
supporter of the Corn Laws,? and his main thesis is that the 
remedy for the distresses of British agriculture lies in a concerted 
restriction of corn output by the farmers and landlords. He 
makes some good debating points and is not without humour. 
His style is clear and vigorous. But it lapses at times into crude 
rhetoric, as in this passage from the “Postscript”: “‘ Be wise 
now, therefore, ye leaders, and consider this: be learned, ye who 


1 In January 1836, the date of the first letter, Senior was forty-five. He was 
appointed master in chancery in that year, having previously practised as a 
conveyancer. So far as I know, he never engaged in farming. From 1827 till 
his death he lived in Kensington Gore. 

2 “In my humble opinion, those laws should not be repealed : they are better 
than any substitute would be now to be obtained ”’ (‘‘ Address,” p. 14). ‘“‘ Al- 
though these laws, when prices are low, are to the Farmer as a dead letter, they 
do act as a check upon him when prices have a tendency to rise too high; and, 
for protection to that extent, the people should venerate the memory of ‘ George 
Canning,’ the original framer and mover of the Corn Bill in the House of Commons.” 
(Letter V, p. 41) Senior, as is well known, favoured repeal, though he thought 
it should be gradual. He regarded the sliding scale as “‘ monstrous ”’ (see the 
passage quoted from a “‘ fragmentary part of a lecture written probably between 
1849 and 1850,” by S. Leone Levi in his compilation from Senior’s writings : 
Industrial Efficiency and Social Economy, Vol. II, p. 29). 

3 “He who farms largely upon a four or five course system, must change that 
system, give two years fallow where he had given hitherto one, and allow his seeds 
to remain in lay-pasture for two, three or four years: and he, who farms upon a 
smaller scale, should be advised to follow the example in all practicable cases,” 
(Letter IV, pp. 37-8.) ‘* With an individual there would be no difficulty, but 
to bring a body of Farmers into one mind is no easy task, although the necessity 
is pointed out by one of the strongest motives, self-interest. They can do nothing 
without patronage and assistance, and to the landlords, and the heads of their 
own class only, can they look with the least prospect of success. . . . Landlords 
must join the heads of their tenantry, and call meetings in every part of the kingdom 
and by their speeches make these things understood ” (Letter V, p. 40). Similar 
advice is given in the prefatory ‘“ address ’’ of 1839, when wheat prices had risen 
and agriculture, according to our author, was more prosperous than it had been in 
1836: ‘‘ When the price is too little, allow your seeded ground, as suggested in a 
former Letter, to lay a second, or a third year, for pasture, or even revert to the 
good old system of a two years’ fallow on your strong soils, instead of sowing such 
lands with wheat, as you would do with the hope and reasonable expectation of a 
better price. By this alternative system you will reduce the supply in the 
market more than the foreigner can increase it: and by thus persevering, the 
manufacturer will abandon his argument and cease his abuse. The price will 
then be steady and remunerating, and in time the country will enjoy internal 
peace once more ”’ (pp. 13-14). 
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should be the judges of the earth. Your dissensions create envy, 
hatred, and malice, and your bleeding country suffers at every 
pore. Lay aside your prejudices—meet the question fairly— 
argue it calmly—and, as Englishmen, you cannot fail te decide 
what is best for your country ” (p. 46). Senior was capable of 
rhetoric on occasion: but not rhetoric of this kind. 

I know of no external evidence connecting Senior with the 
pamphlet. Is the attribution due simply to a cataloguer’s 
mistake? And who was this early advocate of restriction 
as a defence against depression and foreign competition ? 
Perhaps Miss Bowley can enlighten us. 

G. F. SHove 
King’s College, 
Cambridge. 





OFFICIAL PAPERS 


Crvi~ AVIATION. 


At the end of the year 1937 the state of British civil aviation 
became the subject of lively discussions in the House of Commons. 
The outcome was the appointment of a Committee of Inquiry 
to go into all the major questions raised, and to report on its 
findings within the shortest time possible. The recommendations 
of this committee are contained in what is now well known as 
the Cadman Report,! published, together with the observations 
of the Government, in March 1938. 

It is impossible to deal with all the aspects of this report. 
One set of questions, however, appears to be of such importance 
that it deserves particular attention, the more so as these points 
have not received the emphasis which is rightly due to them. 
Among various other recommendations the committee came to 
the conclusion (par. 61) that: “the restoration of British prestige 
in civil aviation and the promotion of the aircraft industry are 
among the prime reasons for subsidising air services in Europe. ... 
We consider that, to assist in demonstrating in that area the 
quality of up-to-date British products, special grants should be 
made, where necessary, to the operating companies to enable them 
to replace their fleet with new aircraft before its normal obsoles- 
cence period has expired.”” The Government, in commenting 
upon this point, made the observation that: “‘. . . in determining 


1 Report of the Committee of Inquiry into Civil Aviation, Cmd. 5685. 
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the allocation of the increased subsidy payments special con- 
sideration will be given to the question of obsolescence and 
replacement ” (par. 37), thereby concurring with the committee 
upon the main lines of the recommended policy. Thus, the 
Committee established and the Government subscribed to the 
view that if necessary—that is, if the prestige of the country 
demanded it—financial support should be forthcoming to shorten 
the “ normal ” rate of obsolescence so as to bring British companies 
on a competitive level with foreign operators. 

Two main questions seem to be of particular interest to the 
economist. First of all, what is obsolescence in general, and 
“normal ” obsolescence in particular, as far as the problems of 
air transport are concerned? And secondly does the proposal 
mentioned above justify the conclusion that it represents a 
radical change of the Government’s policy as regards commercial 
aviation? Has the Government, it may be asked, definitely 
abandoned the policy in which economic efficiency acts as the 
relevant criterion, and has it, instead, decided to follow simply 
the pace set by other countries? Has, in short, the demand for 
an increasing financial independence of British air transport been 
dropped altogether from the programme ? 

Let us first, then, consider the problem of aircraft obsolescence 
in general. Technical progress may terminate the economic life 
of a capital good long before it is physically worn out. The rate 
at which equipment is superseded by a more modern type of 
better all-round performance is expected to be very rapid indeed 
in a young branch of industry like commercial aviation. When 
we speak of all-round performance, we mean that the more recent 
model will provide an advance in at least one of the factors which 
serve as a criterion of technical progress, without impairing any 
of the others to an appreciable degree. The greater speed of a 
new aeroplane does not necessarily constitute an advance, unless 
the plane can provide at least the same degree of comfort and 
most important of all, of safety. A plane may travel at a speed 
which may seem to be very slow when compared with others, 
it may, however, provide a more luxurious comfort, or it may have 
acquired a particularly fine record of safety, and thereby attract 
much more traffic than its competing faster machines. That, in 
fact, very often has happened, and still happens, on various routes 
where competitors use equipment of different age. The very 
company which was attacked in the House for its obsolete equip- 
ment could boast of having carried, during all but the most 
recent times, the bulk of the traffic in the face of competition 
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equipped with far more modern machines. Thus in air transport 
the employment of different types of machines contains a large 
element of the factor ‘‘ quality ” which complicates the situation 
very much. The criterion of progress as regards quality is 
dependent in each individual case upon the influence it has upon 
the nature and the amount of the demand. 

The rates at which obsolescence is assumed to be charged 
vary mostly within a narrow margin of between three and four 
years—that is, 25 to 334 per cent. are written down per annum 
on this account. The fact that it has proved to be difficult for 
operators to estimate a residual value of the plane has produced 
the practice of writing down such equipment to zero. One of the 
main problems of such a procedure has been the fact that there 
is no market, or only a very limited market, for second-hand 
planes, and there is consequent uncertainty of being able to dispose 
of the obsolete plane at anything above the scrap value. The 
relative absence of such secondary uses of obsolete planes has 
achieved additional importance by the fact that traffic volume 
has not grown yet to such an extent as to warrant specialisation. 
The problem is furthermore complicated by one aspect of obsoles- 
cence peculiar to air transport. 

The physical life of an aeroplane is not determined by its 
anticipated period of economic usefulness. Its durability is a 
factor laid down by regulation introduced on grounds of safety. 
Where obsolescence is expected to take place at a rapid rate, it 
might be possible in other circumstances and kinds of business 
to employ a machine of inferior quality and durability, as such 
a policy would be likely to produce a better result from the 
economic point of view—that is, as far as least costs are con- 
cerned. In air transport such a policy is out of question, because 
design, materials and labour have to be of the highest order to 
satisfy the requirements of the authorities responsible for the 
control and supervision of aircraft construction. Such minimum 
demands have to be fulfilled no matter what the type or period 
of work may be. 

The result of such a “‘ non-economic ” determination of dura- 
bility of aeroplane structures combined with the expectations 
of a rapid obsolescence—as expressed on the accountancy side 
by writing the plane down in three or four years—inevitably was 
that the operators found themselves at the end of such an obsoles- 
cence period in possession of equipment which was in perfect work- 
ing order and had, technically, quite a number of years of useful- 
ness in it. Apart from this fact the already mentioned high 
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quality of material and labour used in the construction found 
another expression in a relatively slow rise of maintenance costs 
with the increasing age of the machine. With the introduction 
of the semi- or all-metal plane this item lost even more of its 
importance. 

The attitude of the operating company as regards the replace- 
ment of old by new types of planes will be different according to 
whether it has to work in a competitive market or under mono- 
polistic conditions. Where competitive conditions prevail the 
period of equipment going out of date is determined by the 
demand. That is, if the planes running on such competitive 
routes fail to go on attracting sufficient traffic at the moment 
when a new competitor with better aeroplanes appears on this 
market, the owner of the older type of planes would have the 
choice of four possible actions. 

Firstly, he could discard his old equipment, acquire modern 
planes, and accept a loss due to his wrong anticipation of the 
life of his present equipment. Secondly he could decide to go 
out of business altogether. Thirdly, he might chose to lower 
the rates and fares, if necessary to the minimum at which he 
would just cover his running costs, accepting anything he might 
get towards his fixed expenses. And finally he could transfer 
his business on to routes on which such competition with more 
modern planes does not exist—that is, where he might be in a 
monopolistic position, or at any rate able to meet competitors 
on equal terms. In the first two cases and in the last he gives 
way to the attack on his market. In the third he tries to compete 
with old equipment against new by underbidding his rival in 
the prices charged. In this case, however, the new competitor 
is in a more favourable position. Once he has acquired the new 
equipment, he is also able to enter the price war on the same 
lines of argument—namely, that he would be better off taking 
the traffic at a lower price than refusing it. But as his running 
costs are likely to be lower than those of his rival, apart from 
the greater comfort and speed that he can offer, the older firm has 
no great chance of surviving this battle. 

The history of commercial aviation shows that in the initial 
period where competitive conditions and ease of entry into the 
industry existed, pioneers left the market almost as quickly as 
they had appeared in it. Planes were superseded quickly by 
new designs, so that to enter the business meant almost certain 
loss. If, after this period of development, firms entered at all, 
they risked it in order to build up a reputation, to be the first to 
PP2 
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gain the advantages of experience and experiment—in short, to 
create a strategically strong position for calling upon the Govern- 
ment to support them with subsidies or to grant them a monopoly 
of operation. 

Had an effective monopoly been created when the Government 
did in fact come to the rescue of these pioneers, it would no 
longer have been competition that would have determined the 
moment of replacement, but rather the consideration as to whether 
the operator found it profitable to do so—that is, when he found 
that he would be better off by scrapping the old planes than going 
on using them. The point at which the monopolistic operator 
will decide in favour of new equipment can theoretically be 
determined if we assume—and such assumptions will, within 
certain limits, conform to real-life conditions of monopoly—that 
the operator will be indifferent to quality factors such as speed 
and comfort. It may be said briefly that the decision depends 
on whether or not the present value of the aggregate annual 
savings in running and other costs to be obtained, during the 
remaining life of the existing equipment, from the use of new 
equipment is greater or less than the costs of the new equipment 
minus the present value of the residual value at the end of that 
time of the new equipment minus the present value of the difference 
between the scrapping values of the old equipment now and at 
the end of its full life. It has been assumed that the effective 
life of the old and the new machines are a known quantity. In 
real life one would have to substitute the terms “ estimated effec- 
tive life’ for effective life throughout. 

In addition to the factors mentioned, which deal only with 
the cost side of the problem, the revenue aspect must not be 
forgotten. A higher quality of equipment available may in fact 
induce the operator to scrap his old planes much earlier, if he is led 
to assume that the better service he can give with the new planes 
may cause a more than proportionate rise in the demand. For 
that reason he may get a much better utilisation of the new equip- 
ment in time and capacity with ensuing lower costs per mile, 
passenger-mile, or ton-mile. 

In Europe the situation so developed that gradually most of 
the countries adopted the practice of selecting or forming a 
particular company which was to carry all the air traffic available 
in and for that country. Thus we have seen the formation of 
companies like the Dutch K.L.M., the German “ Lufthansa,” 
the French “ Air France,” the British Imperial Airways. Each 
of these operators received, and still receives, a subsidy. But— 
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and this point is significant for our argument—Imperial Airways 
was not allowed to participate in internal air traffic; it was 
told to concentrate upon international and imperial routes. The 
subsidies were made conditional upon a gradual increase of 
financial independence—that is, the scale of payments declined 
gradually. An essential part of the subsidy agreement was the 
provision that 25 per cent. of the equipment should be written 
down per annum. “ In view of the importance of securing con- 
tinuous progress in the design of machines, and more particularly 
a steady improvement in the ratio of paying load to running costs, 
the scale of subsidy above mentioned provides for the application 
of an average obsolescence rate of not less than 25 per cent. per 
annum” (Cmd. 3143, 1928). 

Thus foremost in the minds of the Government was the idea 
that civil aviation should be brought gradually into a position 
where it could “‘ fly by itself.’’ As long as obsolescence proceeded 
at a rapid rate the authorities were willing to support the com- 
pany financially, so as to enable it to keep pace with the develop- 
ment of design and construction. It was realised that such a 
rapid obsolescence of equipment was indeed one of the factors 
which made the lowering of costs of air transport very difficult. 
But, as the late Chairman of Imperial Airways, Sir Eric Geddes, 
pointed out in 1931, “This rate of rapid replacement cannot 
continue indefinitely; it is too expensive, and accounts for over 
15 per cent. of the total budget; but it is essential‘for some years 
if British air transport is to keep abreast of foreign services 
fostered by their own Governmeats and Municipal authorities.” 
In the same paper, when referring to possible savings of costs, 
he visualised the slowing down of this rate of obsolescence, and 
pointed out that “‘ with an obsolescence spread over a ten years 
life instead of four years the saving would be 9 per cent.” of the 
total operating costs. 

We have seen that under monopolistic conditions the re- 
placement of equipment does not necessarily follow immediately 
after the appearance of a better plane on the market—in fact, 
it may take a considerable time before the adoption of such a 
new plane becomes economically imperative. The political geo- 
graphy of Europe and the relatively short distances within one 
national territory induced those companies who had been given 
a national monopoly to look for profitable business in inter- 
national traffic. Soon competition became very severe, and the 


1 “The Commercial Future Prospects of Aviation.” Paper to the Marshall 
Society of Cambridge University, February 1931. 
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firms which had started with earnest intentions of becoming 
financially independent found themselves nevertheless in diffi- 
culties; if they were not to lose considerable volume of their 
traffic, there was no alternative but to follow the lead given by 
the company which employed the most modern equipment. 

This put Imperial Airways into a particular difficulty. As 
pointed out above, most of the other international competitors 
had a monopoly of the internal services of their country. That 
is, as far as that business was concerned they could decide upon 
the replacement of equipment according to the rules of the 
monopoly. They had, indeed, found a secondary market in 
which they could use material which could no longer attract 
traffic in the international market. In other words, such com- 
panies found in their own national sphere a compensating factor 
for the rapid replacement necessary on international routes. 
Imperial Airways, on the other hand, could not find an outlet 
for its obsolete machines, since it worked only in a competitive 
market. 

The compensating factors just mentioned placed the foreign 
competitors of Imperial Airways in a more favourable position, 
as their aggregate costs were bound to be lower. Had the 
Government granted to the British company also an internal 
monopoly, then the present difficulties might perhaps not have 
arisen at all, since the internal services could have been run with 
planes, which, although not modern enough on international 
routes, would have been quite satisfactory inside this country. 
The type of plane would, of course, have to be different from that 
of the present Empire route machine, but the necessity for cater- 
ing simultaneously for internal and external traffic would probably 
have led to an early development of types such as are used ex- 
tensively in other countries, and particularly in the United States 
of America. 

Be that as it may, the fact remains that Imperial Airways 
are not in a position of monopoly; apart from the points just 
mentioned, they have to fight competitors which are subsidised 
in many cases to a far greater extent than themselves. Many of 
the other countries have not decreased their subsidies in accor- 
dance with any desire to make their services pay their way at 
some future date. Nor have some of them shown any intention 
of doing so, but on the contrary, have increased the subsidy. 

Thus Imperial Airways have found themselves in the same 
quandary as the operator mentioned above. He had, it was 
pointed out, a choice between four possible courses: to go out 
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of business; to follow the pace set by his rivals; to fight them 
with his old equipment but charging differential prices; and to 
transfer his operations to a market where he would either have 
no competition at all, or competition on equal terms with equip- 
ment of similar age. 

We have seen that the last possibility is not open to Imperial 
Airways, though this choice is open to its competitors in their own 
national markets. The third—that is, the charging of lower 
prices—is also out of question, because price agreements are an 
essential feature of international routes on which competition 
exists. To fly on such routes implies the permission of each 
country flown over, and such permission would not be forth- 
coming if the danger existed that the rival would make serious 
inroads into the traffic of the national company of the country 
concerned by charging lower rates. Thus only two possibilities 
remain to be considered: to stay in at all costs or leave the 
business. It is here that the problems of national prestige, of 
the urgency of quick communication between the various parts 
of the Empire and many of those other factors not translatable 
into monetary terms influence the final decision. 

Thus it cannot be wondered at that the British Government — 
decided to change its policy. Imperial Airways had been built 
up from small beginnings into one of the leading air-transport 
companies of the world. The success of the initial policy of work- 
ing strongly towards an independence of State support was well 
borne out by an already low rate of subsidy per ton-mile—one 
of the lowest, in fact, existing. The prestige of the company 
as regards safety and comfort had enabled it to get even with 
aged planes the bulk of the cross-Channel traffic. But this 
position could not possibly last if other companies were either 
in a more favourable position with regard to their monopolistic 
operations within their national boundaries, or were in receipt 
of higher subsidies. They were thus enabled to disregard purely 
economic considerations in discarding their obsolete equipment, 
or in some cases to use it on secondary routes. As long as this 
situation continues—as long, that is, as foreign competitors 
attempt to get most of the traffic, cost what it may and without 
thought of ultimate financial independence—so long must Im- 
perial Airways follow the pace set by these rivals. The only 
alternative is to go out of business altogether. 

At the moment, therefore, the words with which Bouché 
concluded his survey ! of air transport in 1935 still seem to hold 

1 Economics of Air Transport in Europe. H. Bouché. Geneva, 1935. 
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good: “The European network considered by the Committee 
is undoubtedly just as far away from independence, and its 
economic activity is no higher at the end of 1934 than it was two 
years ago. ... It is, however, still waiting for the most valuable 
gift that it could receive: a doctrine of collective aviation calcu- 
lated on a European scale, to meet European needs, and based 


on strictly economic lines.” 
E. D. Weiss 


London School of Economics. 





LONDON TRAFFIC 


VIEWED from any angle, the “ Bressey Report ”’ 1 is a fascinat- 
ing document. It is startling only in its moderation. It con- 
tains none of those revolutionary projects which have lately 
delighted the imaginations of readers of the popular Press. Only 
in two instances, both in the crowded area on the south side of 
the Thames, does the author recommend viaduct roads of con- 
siderable length; only in two instances, apart from the river 
crossings, does he recommend lengthy tunnels, one under Hyde 
Park, another to carry a Mayfair—-Soho road under Regent Street, 
Scho Square and Charing Cross Road. For the rest, shorter 
viaducts and tunnels, road widening, round-abouts and “ fly 
over ”’ crossings provide the means of improvement. 

The problem of easing the ever-increasing traffic of London 
has become acute. The public transport services—railways, buses 
and trams—had almost five passengers in 1936 for every two in 
1906. Between 1924 and 1935 private cars and commercial 
vehicles, to judge from traffic censuses, increased by 72 per cent. 
If buses and coaches diminished by 12 per cent., that was largely 
a consequence of their increased size. The task of providing for 
this traffic is spread over a host of local authorities. Within 
the London Traffic Area there are no less than 132, excluding 
Parish Councils and Rural District Councils. The discrepancy 
between the areas of the existing units of iocal government and 
the area of maximum efficiency in the provision of public services 
is becoming increasingly serious. It has already required action 
in the case of electricity. The problems of co-ordination in water 
supply and in road making are almost equally urgent. The 
recently-increased powers of the Ministry of Transport in rela- 

1 Highway Development Survey, 1937 (Greater London), Sir Charles Bressey 
Engineer, Sir Edwin Lutyens, Consultant. H.M. Stationery Office, 1938, 68 pp. 
7s. 6d. 
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tion to certain trunk roads are, it is to be hoped, a first step to- 
wards a more thorough reorganisation. 

The immediate problem of London traffic falls into halves— 
first, that of improving the flow of traffic within, into and from 
the Central area, second, that of securing that no more traffic than 
is necessary invades this central area. The first of these, less 
spectacular and more detailed than the second, has attracted 
less notice from the Press. In the City itself, inner and outer 
ring roads are designed to divert traffic from the few overcrowded 
routes now available. Outside the City, the most important 
problem is to relieve the pressure on Oxford Street. This is partly 
achieved by a much improved parallel road to the north, absorb- 
ing the Marylebone and Euston Roads but with new outlets 
to the west, into Western Avenue, and to the East, tunneling 
under Islington, and following a new alignment through Bethnal 
Green, to join East Way and ultimately Eastern Avenue. A 
second and more direct relief is obtained by a new Mayfair-Soho 
road, from Park Lane to the top of Shaftesbury Avenue; yet a 
third by the extension of the Embankment east to the Tower, 
west to Fulham. The possibility of a relief road between Oxford 
Street and the Marylebone Road, incorporating Wigmore Street, is 
rejected owing to the obstacles encountered in the neighbourhood 
of the British Museum and the new London University building. 
One of the many questions one would like to be able to ask 
the author of the Report, is why, if it is possible to tunnel under 
Regent Street, it is impossible to find an alignment on which 
a tunnel could pass under or past these obstacles and under 
Southampton Row. 

The recommendations for relieving the north and south traffic 
are the most interesting of all. The proposals for a Charing 
Cross bridge are rejected on what seem to be convincing grounds. 
There are already, from London Bridge to Lambeth Bridge, 
six bridges all focussed on the southern side upon two points, 
the Elephant and Castle and St. George’s Circus. The bottle-neck 
is not at the river crossing, but in the approaches, more par- 
ticularly on the south side, but also in less degree on the north. 
A given expenditure will produce, Sir Charles Bressey suggests, 
far more beneficial results if applied to these approaches, and it 
is by no means clear that the bridges are insufficient if they 
could be conveniently reached. It is here that more drastic 
remedies are necessary. Road widenings and improvements, and 
adequate round-abouts in the neighbourhood of St. George’s 
Circus and the Elephant and Castle are recommended, but through 
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traffic must be isolated from local traffic and given a run clear 
of obstructions. A viaduct road is therefore recommended from 
a point near the southern end of Blackfriars Bridge to the 
junction with Camberwell New Road. A second viaduct road 
would carry the south-bound traffic from the docks and from 
a duplicated Rotherhithe tunnel over parts of Deptford and 
Lewisham to the line of the South Circular Road. It is pro- 
posed that the ordinary outlets to the south shall also be improved 
by four additional through routes, three diverging from the 
Elephant and Castle area, one from Battersea Bridge. On the 
north side proposals are made for improving Ludgate Circus, and 
the connections northwards, and for improving the approaches 
to Lambeth, Battersea and Wandsworth bridges. To connect 
the Marylebone and Edgware Roads with Battersea Bridge a 
tunnel under Hyde Park is advocated, and from Wandsworth 
Bridge a new through route by Holland Park and Ladbroke 
Grove, leading ultimately to the Watford By-pass, is proposed. 

The plans for easing the flow through London lead inevitably 
into problems of ingress and egress. There are five major pro- 
posals and a number of minor ones. Of the former the most 
interesting is that to extend the Barnet By-pass northwards about 
eighty-seven miles to the neighbourhood of Grantham, through 
agricultural country where road construction would be cheap, 
and obstacles to widening non-existent. Another proposed road 
would provide an alternative route to Birmingham to the west of 
Watling Street. A third would extend the New Chertsey Road 
to a point between Basingstoke and Winchester. A fourth 
would provide a new route to Brighton via Croydon aerodrome. 
A fifth would give a new outlet from east London to Norwich. 
With regard to all these Sir Charles Bressey, without committing 
himself to supporting the policy, suggests that their construction 
as exclusively motor-ways deserves consideration. 

These various proposals should serve to ease the pressure 
upon the City and the more congested parts of the west end of 
London. It remains to consider the plans for diverting through 
traffic from the inner area. This takes the form of a double line 
of defences, so to speak, on the south and a quadruple line on 
the north. The inner defence is formed by the north and south 
circular roads. That on the north is complete, but not yet 
properly widened throughout. That on the south is scarcely 
begun. Further out are the orbital roads. Again certain portions 
of that on the north side exist, but none on the south. On the 
north side two further roads will relieve the centripetal attraction, 
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an east and west road from Waltham Abbey to Elstree between 
the circular and orbital roads, and another further to the north 
joining Luton to Dunmow. What is almost more important, 
roads from Bishop’s Stortford and Norwich (via Dunmow) to the 
Dartford—Purfleet tunnel, joining there the south orbital road 
will at last spare East Anglian motorists the need to travel 
through London to reach the south of England. On a map 
these defences seem impregnable, and the comparative results 
here published of journeys on the north circular road and through 
the heart of London are most convincing. Whether in fact they 
-will serve their purpose may well depend upon a factor which is 
not mentioned in the Report. Is it proposed to reform the 
exasperatingly parochial methods of sign-posting London? One 
provincial motorist at least often finds himself following familiar 
but crowded roads through the heart of London to avoid losing 
himself from ignorance of what village succeeds to what upon the 
line of the north orbital road. Through routes are useless without 
through sign-posting, and a driver soon tires of memorising and 
searching for street names or unidentifiable suburbs. 

Most readers will have points of criticism or doubt. Is it 
really advantageous to widen Park Lane at the expense of 
sacrificing the carriage way inside the Park? At present the 
Park provides for a great volume of lighter traffic the opportun- 
ity to disentangle itself from the scrummage of public utility 
vehicles and make reasonably steady progress. Is not the 
principle of separating the lighter and more steadily-moving 
traffic from the slower and the stopping traffic one that should, 
on the other hand, be encouraged and extended? The necessary 
replanning of the Park, of Marble Arch, and (in this respect) of 
Hyde Park Corner is not discussed. Have Sir Charles Bressey 
and Sir Edwin Lutyens really been bold enough at the point 
where the Mayfair-Soho tunnel terminates at the junction of 
High Holborn and Shaftesbury Avenue? Would not a really 
fine square, having the British Museum on its north side, justify 
itself both from the point of view of traffic and by improvement 
of the whole area? Is it possible to disregard as completely 
as does this Report the problem of the interruption to motor 
traffic by pedestrians (and vice versa) which has become so acute 
in Oxford Street and parts of the City and the East End? Ought 
not any road-improvement schemes to take account and make pro- 
vision for pedestrian movement and crossing? These or similar 
questions will readily suggest themselves. But as regards the 
main outlines no serious conflict of opinion is possible. This 
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Report provides the least radical and most economical means of 
securirg the minimum necessary improvement. Whether, indeed, 
these recommendations are sufficiently drastic to provide, as 
the terms of reference required, for the expansion of traffic 
during the next thirty years is more debatable. 

No estimate is made in the Report of the total expenditure 
involved. Nor is it easy to make even a guess. Road widenings 
in the City have sometimes worked out at a rate exceeding 
£2,000,000a mile. The City ring roads, and some of the West End 
and South London improvements will almost certainly be costly. 
On the other hand, a very rough calculation suggests that of 
about eight hundred miles of new or improved roads proposed, 
about five hundred and fifty are at or outside the orbital roads, 
and run chiefly through agricultural land. A large part of the 
remainder runs through areas of property badly in need of re- 
development. . (Among the most interesting of the suggestions 
in the Report is one for the compulsory pooling of ownership in 
an area requiring re-planning and re-building.) Is something 
between £150,000,000 and £200,000,000 the right order of magni- 
tude of the bill ? 

Sir Charles Bressey modestly concludes with a plea for more 
action and less argument. ‘ The difficulties encountered by any 
road-planner within thirty miles of Charing Cross, are so formid- 
able that perfection can certainly not be claimed for any route 
recommended in this Report. . . . So imperative, however, is 
the need of prompt action, that Londoners would be better 
advised to embark immediately upon useful schemes, admittedly 
imperfect, rather than wait for the emergence of some faultless 
ideal which will cease to be attainable long before it has received 
approval.” It is in relation to public works in general and to 
road construction in particular that those whose fortune it is 
to live in the democratic countries are sometimes tempted to 
feel jealous of the dictatorships. A little determined action in 
regard to this Report would be money well spent in defence of 
democracy. But above all else the Report, for one area at 
least, provides at the outset, it may be, of depression, the answer 
to those who say that sufficient useful public works do not exist. 
No one can read this Report without being convinced of the 
urgency of these improvements in times of peace, and their ab- 


solute necessity in an emergency. 
AusTIN ROBINSON 


Sidney Sussex College, 
Cambridge. 
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THE COMMEMORATION OF ADAM SMITH AT GLASGOW. 


AN interesting and perhaps unique feature of the Commemora- 
tion at the University of Glasgow on June 22nd of the two- 
hundredth anniversary of Adam Smith’s matriculation, was the 
meeting together of representatives both of the family to which 
he belonged and of his intimate friends, as well as of others 
who had rendered signal service in advancing knowledge of his 
work. As to the family connection—it is well known that Adam 
Smith died unmarried. He had adopted David Douglas, the son 
of his first cousin, Colonel Robert Douglas of Strathenry, who was 
his heir and who inherited his library. He had just been admitted 
as an Advocate at the date of Adam Smith’s death, and was later a 
Scottish Judge with the designation of Lord Reston. David 
Douglas died in 1819. He had four children. One of these was a 
son, Adam Smith Douglas, who died unmarried at the age of 
twenty-two. Of the three daughters, one died young and 
unmarried. Of the remaining two, the elder, Cecilia, married the 
Rev. W. Cunningham of Prestonpans. This branch of the family 
was represented by Mr. J. D. Cunningham of Kilmacolm, a son of 
the late Professor Cunningham of Queen’s College, Belfast, 
Adam Smith’s cousin four times removed. The other daughter, 
David Anne, married the Rev. James Bannerman, which branch 
was represented by Dr. David Anne Bannerman, a cousin four 
times removed, who was accompanied by her mother, Mrs. 
H. Bannerman, widow of General W. B. Bannerman. The 
families of the friends of Adam Smith were represented by Sir 
W. F. Stuart Menteth, Bart., the lineal descendant of Rev. James 
Stuart Monteath (the spelling of the name having been changed), 
who, like Adam Smith, was a Snell Exhibitioner at Balliol ; 
their friendship (which continued throughout their lives) began 
there, Monteath having been nominated in 1736 and Adam Smith 
in 1740. These exhibitions had a tenure of ten to eleven years. 

Amongst the literary links there may be mentioned the 
presence of Dr. Bonar, the first edition of whose Library of Adam 
Smith appeared in 1894 and who presented a tribute which will be 
printed in the next issue of Economic History. There was also 
present Dr. J. H. Hollander of Baltimore, Maryland, who has 
devoted much time and thought to tracing out and collecting 
autograph letters of Adam Smith, of which he has the largest 
collection in private hands. 


W. RB. S. 
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OBITUARY 


JOHN Bates CLARK 
(Jan. 26, 1847—March 23, 1938) 


Tue figure of John Bates Clark is one of unusual interest to 
the student of intellectual history. From the middle nineties 
of the last century to his retirement in the nineteen-twenties, 
Clark held the unchallenged premiership in American economic 
theory. His influence upon American economic thought, 
although usually too subtle to command acknowledgment, was 
profound. More than any other scholar, Clark contributed to 
the liberation of American economics from the colonial bonds 
that had held it fast to the British school. Yet he was very 
lit+le known beyond the Atlantic, and he himself knew little of 
European scholars who were working along similar lines. His- 
torians of economic thought may classify him with Gossen, 
Jevons, Von Thiinen, Menger, Wieser, Bihm Bawerk. It is a 
strange group, consisting of individuals who for the most part 
knew little, and cared less, about the others. 

Clark’s work may be taken as the expression of a certain 
phase of American development. Coming into manhood at 
the close of the Civil War, Clark, from his remote New England 
window, was a disinterested witness to the deploying of gigantic 
forces of plunder : little, hard-handed men falling lustfully upon 
the virgin soil of the prairies, bigger men rigging up schemes to 
plunder the little men down to the hide, the biggest men, in 
railroads and mines, banks and trade, setting bear-traps for the 
men who counted locally as big. And all of them regarded 
government as a virgin natural resource, to be exploited at every 
turn—just as it was in England in the late eighteenth and early 
nineteenth centuries, before everything stealable had been 
definitely stolen and turned into sacred vested rights. 

All this Clark saw from afar, from his peaceful New England, 
fortunately stripped of plunderers little and big by the pull of 
the West. Clark entered a typical New England college, and 
ground faithfully away at the time-honoured curriculum, Latin 
as impatient with the Gracchi, Greek as impatient with Pericles 
and Kleon, as Wall Street is impatient with Franklin D. Roosevelt. 
He studied mathematics, not yet bedevilled with the square 
root of minus one, nor with non-Euclidean geometry, nor with 
Einstein, but a mathematics as solid and definite as the New 
England version of Jehovah. Interrupted in his college career 
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by ill health, he worked for a year or two in a machine-shop, 
and helped to perfect the American plough, the first real advance 
in the technique of handling the soil since the days of the Pharaohs 
and the ultimate source of the desperate modern problem of 
soil erosion. 

Returning health brought Clark back to college and the study 
of ‘‘ mental and moral science,” including some lectures on 
political economy, McCulloch pre-masticated by American 
theological jaws. From College Clark went to Switzerland, 
to hear boring lectures on the history of the Swiss Republic, 
then into Germany, to hear Karl Knies expound the theory of 
money in the most gravelly of German. 

In the early ’seventies there was a boiling over of ideas in 
the German universities. Darwinian evolution was shamelessly 
miscegenating with Hegelian dialectic, producing all manner of 
startling mutations. Higher criticism was burrowing around 
in the bowels of the Holy Scripture. Historismus in the social 
sciences was spreading its debilitating miasma. From all this 
Clark was protected by the redoubtable German of Karl Knies, 
and he returned to America with the repute of German scholar- 
ship, but with his true American mind unclouded. He returned 
in 1877 to teach almost all liberal disciplines, including economics, 
in a little, hide-bound denominational school in Minnesota, 
Carleton College. Four years later he was called to Smith and 
Amherst, and in 1895 to Columbia University. 

While still at Carleton, Clark began publishing articles in 
economic theory. His early essays, which sketched his theory 
of value, were published as a book, The Philosophy of Wealth, 
in 1885. A much more elaborate treatment of his fundamental 
thought, Zhe Distribution of Wealth, appeared in 1899, and in 
an attempt to round out his system by giving due weight to 
dynamic influences, he published Essentials of Economic Theory 
in 1907. These, together with two small volumes on the Control 
of Trusts and the Problem of Monopoly, make up the chief part 
of his literary production. We should also note his service to 
the cause of international understanding as Director of the Division 
of Economics and History, 1911-1923, of the Carnegie Endowment 
for International Peace. 

In the welter of post-Civil-War life all sorts of economic 
problems were emerging, all sorts of strange doctrines were making 
themselves heard. The schools, behind their sheltering walls, 
preached the sound doctrines of Smith and Ricardo and Mill : 
the practical men had doctrines of their own, chief of which was 
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protection, furiously proclaimed after every depression with all 
the arguments applied to-day under the head of “ pump priming.” 
Protection took money away from the hoarding coupon clipper 
and gave it to the active business man. Protection enabled new 
businesses to establish themselves on a basis sound enough to 
extract vast credits out of nothing, to increase the purchasing 
power of the nation. All of which sounded as fallacious to con- 
servative property-owners and more conservative college pro- 
fessors as John Maynard Keynes and Franklin D. Roosevelt 
sound to the successors of those classes to-day. 

Even stranger doctrines became current in the field of money. 
First appeared the Greenbackers, with their resistance to the 
resumption of specie payments, which made every borrower 
repay two bushels of wheat for every bushel he had borrowed; 
next the Farmers’ Alliance with a commodity dollar, finally 
Bryan and free silver, ‘‘ the money of the Constitution.” Besides 
the monetary heresies there was a rich crop of socialistic ideas 
and of ideas now respectable but then an abomination: pro- 
gressive income and inheritance taxes, regulation of railway 
rates, if not Government ownership of railways, public owner- 
ship of municipal utilities, destruction of trusts and combinations, 
legal recognition of trades unions. 

While this wild storm of ideas raged on the outside, the colleges 
and the universities remained calm. For the most part they 
held to the ancient faith and true to English classical economics. 
Their chief function was to train their students in the detection 
of fallacies, in the distinctions between the sound and the un- 
sound. It was a grateful function, because the American tem- 
perament, in so far as vital interests do not intrude, is essentially 
dualistic, black versus white, wrong versus right, unsound versus 
sound. The students liked this teaching, and kept it sacred in 
later years under lock and key, like their diplomas, while occupy- 
ing themselves with the exploitation of a continent. 

Clark was not a man who could content himself with the 
purely pedagogic function of training up the college youth in 
the way they certainly would not go. It was a compelling need 
with him to understand the actual life about him, or at least to 
find in it regularities, laws. He felt his classical British masters 
had conceived of production too narrowly, with too much 
emphasis on the operations of workshop or factory. The facile 
popular formula, that the farmer gets four cents for milking 
the cow, the dealer six cents for the nobler function of milking 
the consumer, seemed to Clark no more misleading than the 
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classical treatment of production and trade. Hence Clark’s 
insistence upon an analysis of utility into elementary form, 
place and time utilities. 

The tremendous fluctuations of prices in a new country, the 
wide prevalence of monopoly, the obvious dependence of wages, 
interest, land values, upon the general movement of economic 
life, made meaningless the American version of the classical 
formula. Market prices are governed by supply and demand, 
normal prices by cost of production. Ricardo could anchor 
his doctrine securely in a theory of minimum subsistence wages 
and the theory of the tendency of profits toa minimum. Neither 
theory appeared valid in the light of American conditions. 
Clark’s mind could not be at rest until he had drawn the values 
of products, wages and interest together into a self-contained 
law of equilibrium. Values were derived from utility : effective 
utility, equivalent to the independent conception of marginal 
utility. Wages and interest were derived from productivity : 
effective productivity, of course. The multiplication of consumer 
values appeared quite capable of pulling both wages and interest 
to higher levels, as the ill-considered multiplication of labour 
and capital might pull values down. But, more important, the 
multiplication of labour alone with capital stationary would 
pull the centre of equilibrium to the side of capital, whatever 
it might do to consumption values, and the increase in capital 
with labour stationary would have just the opposite effect. 

Abandoning thus the search for ultimate limitations upon 
wages and interest, Clark still found in the tendency towards 
equilibrium under the principle of utility a sufficient scope for 
the development of natural economic laws. With stationary 
supplies of labour and capital, with consumers’ wants stationary, 
methods of production and organisation unchanging, competition 
would infallibly give to each factor its marginal product, and 
fix the values of finished products in terms of the units of pro- 
ductive agencies required to create them. This was a theory of 
static equilibrium, not a theory of ultimate determination by 
costs. 

But the world as Clark knew it was a developing world, 
with population increasing and capital increasing even more 
rapidly, invention following upon invention, new arrangements 
for economic organisation emerging. Economics had to find 
laws for such phenomena, too—laws of economic dynamics. 
Dynamic phenomena, as Clark conceived them, are purely 


quantitative variations on static phenomena. In the aggregate, 
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Clark asserted, they work towards a continuous widening of the 
zone of economic adequacy, a continuous rise in the standard 
of living. This optimistic conclusion Clark regarded as the out- 
come of cool scientific calculation, although he was dealing with 
opposing forces to which he could give no quantitative valuations. 

In the period from 1895 to 1910, when theoretical discussion 
in America revolved around the issues to which Clark devoted 
himself, his critics concentrated upon his theory of interest, 
frankly a physical productivity theory, confronting it with the 
pseudo-psychological theory of Béhm Bawerk. Like most 
theoretical conflicts, this one ended not with a victory, but by 
exhaustion. A genuinely psychological and sociological treat- 
ment of the problem would have raised the repute of the era 
in the opinion of later generations. But before any such valida- 
tion of theory was effected the focus of theoretical interest 
shifted to entirely new ground. 

When we re-read Clark to-day he seems remote. We are 
occupied with the dynamic force of the flow of purchasing power. 
Clark has nothing to say on this. We note the changes in the 
position of the investor, the ‘pure capitalist,” in the large 
corporation, whose management, elected by proxies and inertia, 
throws a sop of dividends to the stockholders with the same 
grace with which Aineas threw a sop to Cerberus. We observe 
that a rise in the standard of living is no mere quantitative 
change, but has tremendous social and political as well as economic 
implications. No such issues would have interested Clark. 
They might have interested Mill. 

It is a commonplace of intellectual history that each generation 
must depreciate its predecessor and exhibit at least moderate 
admiration for its pre-predecessor. The present generation 
must depreciate Clark. But a coming generation, privileged to 
see the clearing away of the noisome cloud of totalitarian, 
autarkic, nationalistic bunk, may return joyously to Clark’s 
manful faith in a progress inherent in the rational and humane 


and inventive spirit of man. 
ALVIN JOHNSON 


The New School for Social Research, 
New York. 


GEORGE BROOMHALL, 1857-1938 


WE regret to record the death of George James Short Broom- 
hall on June 23rd. The loss of perhaps the greatest practical 
statistician of our age deserves more than passing notice from 
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economists. There are numerous cases in which comprehensive 
statistics, which it should be the natural duty of governments 
to collect, have been compiled in the first instance by private 
enterprise. As a rule, however, after this pioneer work has 
been done for some years, the duty has been taken over by 
official bodies, which, as soon as they pay attention to the matter, 
naturally have more comprehensive figures at their disposal. 
The case of George Broomhall and the Corn Trade News is, 
however, remarkable, in that he not only built up an extra- 
ordinarily efficient pioneer institution on a matter of great 
importance, but has continued to be regarded as the first authority 
on the matter long after various official and semi-official bodies, 
including the chief governments of the world, the Agricultura] 
Institute at Rome, and the Research Institute at Stanford 
University, have taken up the work. The compilations of these 
bodies are still found depending more on the compilations of 
George Broomhall in the Corn Trade News, than his on theirs. 

Broomhall’s training was well suited to his ultimate task. 
He was educated at the City of London School, and afterwards 
at a school in Germany. He then entered the corn trade, first 
of all in London, and then in Liverpool, and eventually started 
a brokerage business of his own in conjunction with a partner. 
It is related, however, that he “‘ had a greater liking for the science 
of commercial economics than for trading.” In 1888 he founded 
the Corn Trade News, which has celebrated its fiftieth anniversary 
in the year of his death. From that time on he entirely dis- 
carded private trading or speculation. His reports and forecasts 
have been acknowledged everywhere to be entirely unbiased, 
and the corn trade of the world has acknowledged with gratitude 
on more than one occasion the extreme independence of his 
judgments and the public-spirited use which he made of the trust 
and knowledge that he acquired. His task required him to 
travel extensively—in North and South America, throughout 
Europe and European Russia. 

To make rapid publication possible, Broomhall laid down his 
own printing-plant in the centre of Liverpool. The Corn Trade 
News appears in a daily as well as in a weekly edition. In 1891 
he added to his publications Milling, an organ devoted to the 
flour-milling industry. 

The thoroughness of his work was extraordinary and the 
promptness with which he put himself in a position to publish 
current statistics unexampled. Yet these covered a vast range of 
all kinds of crops and oilseeds throughout the world and compre- 
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hensive shipping statistics in so far as they were relevant to the 
corn trade. There has never existed in the world any private 
statistical enterprise comparable in range and importance to the 
Corn Trade News. It is hardly an exaggeration to say that 
there is no single individual in the past fifty years who has played 
a more significant and useful part than George Broomhall in 
facilitating the orderly and intelligent conduct of the greatest 
branch of international trade. 
J. M. K. 





CurRENT Topics 


MemBERS of the Royal Economic Society will assuredly wish 
to congratulate our colleague, Sir Josiah Stamp, upon his new 
honour. Since they cannot speak collectively, I, as president 
for the time being, here voice their sentiments. No honour 
could be better deserved, as no one could more fittingly be given 
the opportunity to join in the debates of the House of Lords. 
For Sir Josiah combines in a unique way economic knowledge 
and capacity for affairs. Moreover, that abounding energy, 
which he turns with equal readiness to railway problems, to 
international conferences and to prize-givings at girls’ schools, 
will take new tasks in its stride! We, as a Society, are proud 
of our Baron, and we wish him well. 

A. C. Picou 





WE offer our congratulations to Mr. F. W. Ogilvie, Vice- 
Chancellor of the Queen’s University, Belfast, on his appointment 
as Director-General of the B.B.C. Mr. Ogilvie was teaching 
economics in Oxford from 1920 to 1926 and was then Professor 
of Political Economy at Edinburgh until 1934. His book on the 
tourist movement and his contributions to the theory of rent, 
published in this Journal, are familiar to our readers. We wish 
him every success in his new and most difficult task. 





Dr. J. R. Hicks, Fellow of Gonville and Caius College, Cam- 
bridge, has been appointed to the Stanley Jevons Professorship 
of Political Economy, vacant by the death of Professor Daniels. 
Dr. Hicks, who has been since 1935 a University Lecturer in 
Cambridge, was educated at Balliol College, Oxford, and after 
taking ‘‘ Modern Greats,” in 1925, was Lecturer from 1926 to 
1935 at the London School of Economics. 
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Tue title of Reader in the University of London has been 
conferred on the following :— 

Dr. R. R. Kuczynski (Demography); Mr. A. V. Judges 
(Economic History); Dr. P. N. Rosenstein-Rodan (History of 
Economic Thought) and Mr. H. Todd-Naylor Gaitskell (Political 


Economy). 





Leverhulme Research Fellowships have been awarded to: 

W. K. Hancock, M.A., Professor of History, University of 
Birmingham (Economic policy within the British Commonwealth 
1918-1937). 

A. V. Judges, B.A., Lecturer in Economic History, London 
School of Economics (the utilisation and preservation of business 
records in American historical research). 

B. Thomas, M.A., Ph.D., Lecturer in Economics, London 
School of Economics (the post-war migration of population 
within the British Empire and as between the Empire and the 
rest of the world). 

A Research Grant has been awarded to : 

J. D. Chambers, B.A., Ph.D., Assistant Director of Extra 
Mural Studies, University College, Nottingham (the effect of 
Parliamentary enclosure on the position of the small landowner 
and tenant in the East Midlands in the period 1780-1830). 





THE Agricultural Economics Society announces that the total 
prize money of £15 offered by the Society in its Essay Competition 
for 1937-38 has been divided equally between the following 
three competitors: Mr. G. G. Firth, University College, London, 
for an essay on “ Agricultural tariffs and quotas in Europe 
since 1924—their growth and objects”; Mr. W. E. Richards, 
University of Reading, for an essay on “ The influence of a more 
adequate and well-balanced dietary for all classes upon the char- 
acter of British agricultural output’; Mr. G. D. Salmon, Uni- 
versity of Leeds, for an essay on “ Social and economic changes 
in the position of farm workers during the last twenty years.” 





Incorporated by Royal Charter in 1670, with Prince Rupert 
as their first governor, the “‘ Governor and Company of Adven- 
turers of England trading into Hudson’s Bay” were made the 
“true and absolute Lordes and Proprietors ” of Rupert’s Land— 
an enormous basin of nearly a million and a-half square miles 
watered by the rivers which enter the sea in Hudson’s Bay. 
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In this domain they were to exercise the “sole trade and com- 
merce,” and in addition they were to fortify and administer 
their lands, legislate for them if necessary, and equip expeditions 
for the discovery of the North-West Passage. For almost two 
centuries this charter stood unaltered until, in 1869, after twelve 
years of negotiations with the British and Canadian Govern- 
ments, the Company signed a Deed of Surrender and gave up 
its rights of government within the Dominion. Since then its 
commercial activities have been steadily extended. It has 
maintained its close contact with the fur trade, has conducted 
an active commerce with the markets of Western Europe, Russia 
and China, and has, in addition, undertaken the operation of 
large stores in the principal cities of Western Canada. 

The Company has now decided, in association with the 
Champlain Society, to publish its archives, for which purpose 
the Hudson’s Bay Record Society has been inaugurated. These 
archives comprise over thirty thousand volumes and files. It 
has been decided not to publish the Records in chronological 
order, since to do so would mean that no documents later than 
the early eighteenth century would be published for a considerable 
time. The first volume is to consist of Sir George Simpson’s 
Athabasca Journal and Report, 1820-21. Those who join the 
Hudson’s Bay Record Society, 68 Bishopsgate, London, E.C. 2, 
will receive one volume of the Records each year on payment of 
an annual subscription of one guinea. The publications are 
under the general editorship of Mr. E. E. Rich, Fellow of St. 
Catharine’s College, Cambridge. 





Proressor Loria writes :— 

It is with great regret that I announce the death of Filippo 
Carli, which took place in Rome at the age of 62. He was formerly 
Secretary of the Chamber of Commerce of Brescia, and in 1934 
was appointed Professor of History of Economic Institutions and 
Theories at Pisa. In his youth he published several works on 
Sociology, but lately he had chiefly applied himself to developing 
the principles of present-day Italian economics. His most 
important work is his History of Italian Commerce, 2 vols., 


1934-36. 





Mrs. Hottonp writes :— 
L’Institut International de Finances Publiques held its second 
annual meeting in Paris from July 11 to 13. Representatives 
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from a number of countries, University Teachers, public officials 
and others, were present. The opening session at the Ministry 
of Finance was devoted to honouring the memory of M. Allix, 
Doyen de la Faculté de Droit de l'Université de Paris, and founder 
and first President of the Institute. Fitting tribute to his great 
services to scholarship and public administration was expressed 
by several eminent speakers, including the Minister of Finance, 
M. Marchandeau. The succeeding sessions at the Faculté de 
Droit, 12 Place du Pantheon, the permanent headquarters of the 
Institute, were occupied—M. Bruins having accepted the chair— 
with the discussion of two main subjects—namely, the Amortisa- 
tion of Public Debts and Direct and Indirect Taxation. The papers 
received in advance were circulated; and it is intended that 
they shall be published together with reports of the discussion. 
Those who took part included amongst others, Mm. Rist, 
Oualid, de Peyster, Nogaro, Rueff (France), Rappard (Switzer- 
land), Bruins, Bodenhausen, Simons (Holland), Masoin (Belgium), 
Papi (Italy), Badulesco (Roumania), Calert (Czechoslovakia), 
and Mrs. Hollond (England). Much regret was expressed at 
the absence of Lord Stamp, and of Professor Lutz (U.S.A.), 
who was prevented at the last moment from attending. M. 
Oualid contributed a summary of the different points of view 
on national debt policy, which brought out clearly the factors 
which had led some countries to pursue moderately orthodox 
finance and others to follow the precipitate path of progressive 
devaluation. The relations between direct and indirect taxation 
were explored both in theory and practice, a novel approach 
being suggested by the Italian view of the State as a monopolist 
imposing discriminatory taxation in order to maximise its revenue. 
At the final session M. Rappard, Rector of the University of 
Geneva, was unanimously elected President of the Institute. 

Everyone present much enjoyed the luncheon given on Tuesday 
by the Chamber of Commerce of Paris, and that given on Wednes- 
day at the Cité Universitaire. Many thanks are due to M. de 
Peyster for his large share in the preparations for the meeting. 
The date and place of meeting in 1939, and the subjects for 
discussion, will be announced in due course. 





The next Annual Conference of the Association of University 
Teachers of Economics will be held in Birmingham during the 
week-end January 6th-9th, 1939. An announcement, giving 
further details of the programme, will appear in the December 
issue of this Journal. 




















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Part II, 1938. A New Index Number of Agricultural Prices: C. T. 
HovueutTon. Statistics of the Rubber Industry: G. Rar. Wholesale 
Prices in 1937: Eprror or THE STATIST. Bibliography of Recent 
Mathematical Statistics : J. O. Irwin. Recent Work on the Analysis of 
Variance: W. G. Cocuran. Mr. Broster on Demand Curves: M. 
FRIEDMAN. 

Economica. 


May, 1938. The Value of International Trade: J. B. ConDLIFFE. The 
Analysis of Vital Statistics ; I. Marriage Statistics : R. R. Kuczynsx1. 
Statistical Evidence on the Acceleration Principle: J. TINBERGEN. 
Reflections on the Blum Experiment: R. Marsouin. The End of the 
Marginal Utility Theory? H. BrerNarpDELui. The Diagrammatical 
Representation of Elasticity of Supply: R. F. Fower. 


The Economic History Review. 

May, 1938. Observations on the Open Fields: C. 8. Onwi1n. Investment 
and the Great Depression: W. W. Rostow. Soviet Interpretations of 
the English Interregnum: C. Hitx. Revisions in Economic History ; 
VIII. The Decline of Spain: E. J. Hamirton. The Medieval Jewish 
Counterpart to the Gild Merchant: L. RasrnowitTz. The Investment of 
Wealth in Thirteenth-Century Genoa: M. H. Coe. 


The Sociological Review. 

Apri, 1938. The Contact of Cultures in India: E. BarKxer. Childless 
Marriages: R. R. Kuczynsxi. Notes on Some Population Data from a 
Southern Nigerian Village : E. CHARLES and C. Darytu Forpe. Social 
Origins of Entrants to Glasgow University: A. COLLIER. Geography in 
Relation to National and Local Sentiment : H. A. Mzss. 

JuLY, 1938. Childless Marriages: R. R. Kuczynski. The Social Conse- 
quences of Industrial Transference ; A Reply: M. Daty. Social Origins 
of a Sample of Entrants to Glasgow University ; Part II: A. CoLutEr. 
The Time-lag in the Recent Migration Movements within Great Britain: 
R. 8S. WatsHaw. Bismarck’s Social Policy and the Problem of State 
Socialism in Germany ; Part II: H. Rotrurets. 


Occupational Psychology. 

Vou. XII. No. 3. Recent Developments of Statistical Method in Psycho- 
logy: C. Burt. Selection Tests for Chemical Process Workers: W. G. 
Hiscock. Vocational Guidance ; A Review of Some Doubts : A. RODGER. 
An Inquiry into Labour Turnover in the London District : W. RAPHAEL 
and others. An Experiment on Nutrition: A. H. Seymour and J. E. F. 
WauitTakerR. Industrial Psychology in Canada: W. D. Tarr and N. W. 


Morton. 
The Banker. 


JUNE, 1938. The Daladier Franc. The B.I.S. Report: H. V. Hopson. 
Germany and Europe: W.G. JI. Knor. International Banking during 
the Past Year. 

Juty, 1938. The Rupee: H. C. G. Stater. Austrian Aftermath: 
W. G. J. Knopp. A ” ihaviipant of French Finance. The Technique d 
Forward Dealing: W. W. SyRetTt. “a. 3 of Life Assurance: F. G 
CutmER. Some Modern Swedish Banks: C. H. REtiry. 
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Lloyds Bank Monthly Review. 


May, 1938. Foreign Trade and Commercial Policy of the Kingdom of the 
Netherlands during the Post-War Years: P. Lierrinck. 

June, 1938. The Economic Outlook in Central Europe : G. ScCHACHER. 

Jury, 1938. The Budget : O. R. Hopson. 


Midland Bank Monthly Review. 


Aprit-May, 1938. The Economic Importance of Tourist Traffic. In- 
escapable Burdens of National Finance ; The Budget for 1938-9. 

May-JUNE, 1938. The Function of Gold in the Present World Situation. 
The Progress of Electricity. 

JUNE-JULY, 1938. The Slump in America; When Will it End? En- 
couragement of New Industries in the Special Areas. 

Juty—Avueust, 1938. Local Government Finance. Overseas Trade and the 
Recession. 

Westminster Bank Review. 

May, 1938. The Funds of the Public Departments. 

JUNE, 1938. Disparity in Falling Prices. 

Juty, 1938. Britain’s Markets. 

Planning. 


No. 122. PEP Work, 1936-38. 

No. 123. Finance of New Industries. 
No. 124. The Planning of the Land. 
No. 125. Towns and Industry. 

No. 126. The Struggle over Coal. 

No. 127. Coal: Recent Progress. 
No. 128. Problems of the Town. 


International Labour Review. 


May, 1938. The Organisation of Migration for Settlement. Unemploy- 
ment Compensation in the United States: E. M. Burns. The General 
Confederation of Labour and Workers’ Education in France: E. and G. 
LEFRANC. 

JUNE, 1938. The First Session of the Permanent Agricultural Commiitee. 
Social Security and the Workers in the United States: R. J. Watt. The 
Co-operative Society as an Instrument of Economic and Social Construction : 
C. F. StricKLAND. 

JuLy, 1938. Introduction to the Financial Problems of Social Insurance : 
L. Feraup. The Course of Minimum Wage Legislation in the United 
States: A. 8. CHEYNEY. 


The Canadian Journal of Economics and Political Science. 

May, 1938. William James Ashley ; A Pioneer in the Higher Education : 
A. P. UsHER. Adam Shortt. 1859-1931 : W.A.MacxitntosH. Canada 
and the Abdication : F.C. Cronkite. Labour Organisation ; A Critical 
Review: H. A. Logan. An Approach to the Problem of Tariff Burdens 
on Western Canada: F. J. Westcott. 


The Economic Record. 


JUNE, 1938. The Theory of Interest : L.G.MeEtvitte. Towards Industrial 
Peace in Australia: N. Cowper. A Sample of Unemployment in 
Victoria: E. E. Warp. British Migration to Australia—Demographic 
and Social Aspects: W.D. Forsytu. The Basic Wage in Australia : 
G. ANDERSON. 

The Quarterly Journal of Economics. 


May, 1938. Ownership by Management and Control Groups in the Large 
Corporation: R. A. Gorpon. Germany’s Defence Economy and the 
Decay of Capitalism: F. WunpERLIcH. Some Fundamentals in the 
Theory of Velocity: H. 8. Exuis. The Amoskeag Manufacturing Com- 
pany: A. R. SwEEzy. 
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The Journal of Political Economy. 


JUNE, 1938. The Maintenance of Agricultural Production during De- 
pression ; The Explanations Reviewed: J. K. GALBRAITH and J. D. 
Biack. Currency Issues to Overcome Depressions in Pennsylvania, 
1723 and 1729: R. A. Lester. The Progress of Mass Production and 
the German Small-Scale Industries : W. Eatr. Speculation and the Risk- 
Preference: H. Barcer. A Note on Lawful Money: I. B. Cross. A 
Note on the ‘“* Economics of Public Investment”: H. RicuTER Atr- 
SCHAEFFER. 

The Review of Economic Statistics. 


May, 1938. Price Inflexibility: E.S. Mason. Fluctuation in Executive 
Compensation of Selected Companies, 1928-36: J.C. BAKER. The ‘‘ Multi- 
plier”? in Practice ; Some Results of Recent German Experience: C. 
BRESCIANI TURRONI. 


Journal of the American Statistical Association. 


JUNE, 1938. The Function of Deposit Banking: E. A. GOLDENWEISER. 
Trends of Principal Earning Assets and their Significance : W. J. Carson. 
The Economic Distribution of Demand Deposits: L. Currie. Trends of 
Bank Earnings and Expenses: D. 8. THompson. Some Problems of 
Bank Supervision: H. Jones. New Indexes of Production and Trade : 
N.O.Jounson. A Quarterly Series of Manufacturers’ Inventories : D.C. 
Exuiotr. Total Relief and Work Program Expenditures: D. F. Breck. 
Households and Persons Receiving Relief: T. J. Woorrrer, T. E. 
WHITING. 


The American Economic Review. 


JUNE, 1938. Surpluses, Income and Employment: D. D. Humpurey. 
Borrowing by Federal Reserve Banks: E. C. Srmmmons. Liquidity- 
Preference Theory of Interest: M. Miru1kan. Welfare Economics and 
International Trade: P. A. SamMuELson. Commonwealth Grants to 
States in Australia : J.A.MAXxweEtu. Class Prices for Gas and Electricity: 
C. Emery Troxer. Bank for International Settlements : E. L. DULLEs. 


Undistributed Profits Tax: J. G. SmiTH. 


The Annals of the American Academy of Political and Social Sciences. 


May, 1938. Social Problems and Policies in Sweden: B. Onin. (Ed.). 
Commemorating the Tercentenary Anniversary of the first settlement of 
Swedes in America, on the shores of the Delaware. 

JuLy, 1938. Present International Tensions. An Examination of con- 
tributing factors in the international situation. 


Econometrica. 


JuLy, 1938. Tragedies in the Life of Cournot: A. J. NicHot. Cournot 
Forty Years Ago: I. FisHer. The Method of Supplementary Confluent 
Relations, Illustrated by a Study of Stock Prices: T. HAAVELMO. Annual 
Survey of Economic Theory ; The Theory of Depreciation: G. A. D. 
PREINREICH. The General Welfare in Relation to Problems of Taxation 
and of Railway and Utility Rates: H. Horetirne. Differential Effect 
in the Butter Market : I. Httrer. ‘he Definition of ‘* Equal Well-Being” 
in Frisch’s Double-Expenditure Method : H. MENDERSHAUSEN. 


Social Research. 


May, 1938. Germany’s Population Miracle: H. Stauprncer. Price 
Dislocations versus Investments: E. LEDERER. Comment on Extra- 
ordinary Budgets: G. Comm. The Social Determination of Ideas: H. 
Srerr. Higher Learning and Humanism: A. SALOMON. 
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Harvard School of Business Administration, 
Bureau of Business Research. 


Business Research Studies No. .19. Marcu, 1938. A Raw Commodity 
Revolution : M. T. CopELAND. 

Business Research Studies. No. 20. The Co-operative Banks of Massa- 
chusetts : D. H. DAVENPORT. 

ButietTin No. 106. May, 1938. Operating Results of Department and 
Specialty Stores in 1937 : C. N. Scumauz. 

ButueTin No. 107. June, 1938. Eapenses and Profits of Limited Price 
Variety Chains in 1937: 8. F. TEELE. 


Wheat Studies (Stanford, California). 

Apri, 1938. Monetary Influences on Post-war Wheat Prices: V. P. 
TIMOSHENKO. In this study numerous price movements in which 
monetary influences were important are brought into relief. Monetary 
developments between 1924 and 1930 raised wheat prices and over- 
stimulated wheat production, but ensuing price readjustment was 
deferred by the speculative demand for wheat, which was stimulated 
by the same monetary factors, and enabled surplus stocks to be carried 
for several years. The unavoidable readjustment took place in 1930-31, 
just preceding the general abandonment of the gold standard, and was 
made still more drastic by certain governmental policies and currency 
depreciation in Argentina and Australia. Later there were further 
declines of wheat prices in terms of gold. By 1935 gold prices began to 
react normally to changes in the supply-demand situation, but the 
general level of wheat prices was far below the pre-depression level. 

May, 1938. World Wheat Survey and Outlook: H. C. FaRNswortH and 
H. Worxinc. With the background of increasing economic depression 
in the United States and elsewhere, and the unsettled international 
situation, world wheat prices tended, despite little change in the wheat 
situation, to move slightly downwards from mid-January to the end of 
February, and to decline more rapidly to early May. These movements 
were initiated largely in United States markets. World net exports are 
forecast at 535 million bushels this year. United States net exports 
will probably slightly exceed 100 million bushels in July—June and reach 
110 to 115 million in August—July. Total year-end stocks in 1938 may 
be about 100 million bushels larger than in 1937, and the net increase 
will be chiefly in the United States. The prospective large United 
States crop virtually assures Government loans to wheat-growers. 
Total world supplies and carry-overs, ex-Russia, will substantially 
exceed those of last year. Movements of wheat prices in May—July are 
likely to be moderate and to move chiefly in response to changes in 
North American harvest prospects. 


Journal des Economistes. 


Marcu—Aprit, 1938. Les événements d'une période trouble. Ce que peut 
etre l'avenir prochain. En Pologne: le financement de la construction 
Whabitations sur les fonds publics: C. pE Kownacki. Le jeu des 
réformes sociales. La situation de l'industrie houwillére francaise en 1937. 
Au Mexique ; le développement de la politique marxiste : E. RouULAND. 


Bulletin de l'Institut de Recherches Economiques. 


May, 1938. Les éléments de notre diagnostic trimestriel de la conjoncture 
economique: L.-H. Dupriez. Monnaie, prix et disparités de purvoir 
@achat ; Vévolution en Belgique et en France de 1919 a 1938: R. STER- 
KENDRIES. La conjoncture économique de la Belgique et du Luxembourg : 
L.-H. Dupriez. 


Weekly Report of the German Institute for Business Research 


No. 17/18. The Industrial Development in South-Eastern Europe during 
the last Decade. The Economic Situation in South-Eastern Europe. 
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Trade Relations between Germany and the South-Eastern European 
Countries. 

No. 19/20. Increasing Production of German Industry. German-Italian 
Trade. Special Problems of German Shipping and German Shipbuilding. 

No. 21/22. General Economic Conditions in Germany. The Development 
of Handicraft. Mortgage Bond Credit. 

No. 23/24. General Economic Conditions. Building and Construction in 
1938. German Banking Situation. 

No. 25/26. Employment Situation and Shortage of Labour. The Decline in 
World Trade. The Strategy of Economic Policy: E. WAGEMANN. 

No. 27/28. German Exports in Recent Months. Gold in Times of War. 
The Strategy of Economic Policy : E. WAGEMANN (cont.). 

No. 29/30. Significance of Domestic Raw Material Production for German 
Industry. Further Increase in Savings Deposits at German Savings 
Banks. The Strategy of Economic Policy : E. WAGEMANN (cont.). 


Weltwirtschaftliches Archiv. 


May, 1938. Grundfragen der deutschen Volkswirtschaftslehre. A Hesse. 
The author explains the particular outlook of German economists, their 
aversion from generalisation, their belief in the relativity of economic 
research, which they see as conditioned by the race and personality of the 
investigator, and their subordination of purely economic reasoning to 
political and sociological ways of approach, but he also pleads for a strict 
adherence to scientific methods. Die Einkommensschwankungen in der 
ddnischen Landwirtschaft und thr Hinfluss auf andere Erwerbszweige in 
den Jahren, 1922-1935 : J. PEDERSEN. The author uses the budgets 
kept by Danish farmers for the Agricultural Bureau to estimate, in a 
series of charts and diagrams, the fluctuations in Danish farm income 
and its effects on expenditure. Wherever possible the calculations are 
checked by other statistical material. In conclusion, the author doubts 
whether the fall in farm incomes between 1928 and 1931 was the causative 
factor in the last depression. Kapital, Kapitalzins and Investitions- 
spanne: F. Brock. After a survey of the modifications and discussions 
of B6hm-Bawerk’s capital theory in recent literature, the author declares 
that the logic of this theory has not been shaken, but that it is inapplicable 
in dynamic analysis, because the “‘ income in the state of equilibrium,” 
the necessary common denominator of the factors of production, becomes 
indeterminate under dynamic assumptions and with it the average 
period of waiting. Der Gewinn der Produktionsmittelbesiizer als Recht- 
fertigung des Schutzzolls: K. Bostscuev. As the first stage of his 
argument the author shows that even on the rigid “‘ classical assump- 
tions ” of long-period equilibrium and free competition, tariffs may in 
certain cases lead not only to higher incomes, but also to an improve- 
ment of capital equipment. He then declares that the removal of these 
assumptions strengthens his case, and he repudiates the usual contentions 
of free-trade economists that these cases are, in practice, unimportant. 
Das Ende der strukturellen Arbeitslosigkeit? KR. Kretuer. The author 
considers birth control, shortening of working hours, tax remission on 
new machines, a cheap money policy, devaluation and public works, as 

ssible means of abolishing structural unemployment. He con- 
centrates on public works as the most promising policy, and he draws a 
distinction between a policy of maintaining employment and a policy of 
carrying out great communal schemes of military or economic importance. 
In the first case financing should be by the way of new money, in the 
second case by an increase in the public debt. Die argentinische 
Estancia: F. Ktun. A description of the organisation of cattle- 
breeding in Argentine, illustrated by charts, diagrams and lay-outs of 
farms, with an appendix on meat refrigeration plants.—There is also a 
‘* Report,”’ by a member of the statistical Reichsamt, on recent improve- 
ments in the statistics of the cattle population in Germany. 

Juty, 1938. Das Ringen um die Erneuerung der aussenwirtschaftlichen 
Theorie in Deutschland: E. EGNer. The author sees promising new 
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developments in contemporary German foreign trade theory, through the 
substitution for the theory of the maximisation of the social product by 
foreign trade the recognition of foreign trade as an essential element in the 
* organisation of life ’’ and the economic structure of nations. This theory, 
which is then combined with an autonomous theory of the organisation of 
foreign trade, conceives of foreign trade as an activity planned by the 
States, in accordance with the concrete political situation and other 
political and social aims. Wo gilt das Theorem der komparativen Kosten ? 
A. Liéscu. The author holds that the exchange of commodities on the 
basis of comparative advantages, although developed in the case of 
foreign trade, is in reality only relevant to inter-personal trade and 
choice of occupation, but even in this field the principle loses its import- 
ance if more than two persons are considered at the same time. Countries 
are not sufficiently homogeneous, and firms too specialised for the pro- 
duction of one commodity for the principle to have any relevance. 
Uber einige Grundfragen einer Lehre vom Wirtschaftkreislauf. E. 
ScHNEIDER. This article—prompted by divergent results reached by 
Manoilescu and Jantzen on the question of the utility of foreign trade 
as a whole—starts with a mathematical exposition of the problem of 
maximising net income for an economic system, aggregated from a 
domestic and export sector. A formula is devised yielding ‘‘ coefficients 
of foreign exchange ”’ which enable one to determine the point to which 
it is advantageous to expand exports, and can also be used for a descrip- 
tion of the marginal choice as between home production and the import 
of certain commodities. Probleme der unvollkommenen Konkurrenz : H. 
STACKELBERG. The author refines the individual demand curves for 
the output of a firm by introducing a threefold classification of such 
curves representing the Cournot type, Bertrand type and an inter- 
mediate t respectively. The uniform definition on which Professor 
Chamberlin’s and Mrs. Robinson’s treatment are based is rejected as 
unsatisfactory. The author maintains, in the face of criticism of his 

revious writings, that there is, in principle, no determinate equilibrium 
in imperfect markets. There are, however, supplementary price 
determinants—again subdivided into factors of inertia and factors of 
organisation—which, in conjunction with the market reactions, determine 
the equilibrium position for imperfect markets.—-The issue also contains 
two ‘* Reports ” by members of the Kiel Institute, the one on motor-car 
production in Germany, with particular reference to the export situation, 
the other on the motor-car market in Sweden, with particular reference 
to the prospect for German cars. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


May, 1938. Das Marginalprinzip als Grenze gesamtheitlicher Zielsetzung : 
E. H. Vocet. The author tries to show that marginal notions are 
fundamental for the understanding of economic actions, independent of 
the narrower field of marginal utility economics and of the particular 
individualistic order of society assumed by them. He shows how public 
investment, rearmament, social policy, credit policy, the substitution 
of synthetic raw materials for imported ones, are governed by limits 
drawn by the marginal principle. Urbarmachungsprobleme im Tavoliere 
von Apulien: F. VécutTine. Continued from the April issue. While 
the first instalment concentrated on the present state of affairs in Apulia, 
this second instalment deals with the proposed re-development of Apulia 
under the Curato Plan—which the author criticises—with detailed notes 
on the proposed changes in land ownership, farm organisation, agri- 
cultural technique and financing. The first successes and disappoint- 
ments of the Plan in its realisation up to 1937 are surveyed. Die 
Politik der Beamtengehaliskiirzungen. . Lotz. The author describes 
the various cuts in salaries of civil servants by emergency decrees under 
the Chancellors Briining and Papen, and raises the question of whether 
these cuts should be restored, as they have been in England. The 
result is that the prospects for a complete restoration in Germany are 
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not good, but he advocates the restoration of the cuts in certain pensions 
and the salaries of clergymen and school-teachers.—The Jahrbiicher 
begin also, in this issue, the 1937 edition of their usual annual survey of 
international monetary conditions. The first part, published here, 
contains a general world survey and individual sections on Germany, 
Austria, England, Ireland and on each of the Western, Southern and 
Northern European countries. 

JuNE, 1938. Osterreich in der grossdeutschen Wirtschaft: S. L. GaBRiet. 
In a long article of fifty-five pages the author gives a detailed statistical 
and descriptive picture of the economic state of Austria at the moment 
of incorporation, and of its economic resources seen in combination with 
those of the Altreich. The main long-run assets which Austria brings 
into the partnership are defined as her trading position in South-Eastern 
Europe, and the economies in foreign exchange by the partial dis- 
appearance of the need for further imports of timber and iron ore. The 
main immediate asset is declared to be the acquisition of a considerable 
stock of foreign exchange and gold, which may serve as an exchange 
equalisation fund. Die Verteilungsvorginge und die Buchhaltungs- 
begriffe: K. Batas. The author believes that economic theory has 
been wrong in adopting the accountants’ practice of abstracting from the 
technical differences between commodities and expressing the “‘ natural 
commodities’ by the common denominator of money prices. From 
this point of view he criticises the inclusion of money in the definition 
of capital, the selection of money values as the object of income taxation 
and the neglect of indirect taxation which relates to natural commodities. 
—This issue contains also—concluded from the May issue—the Annual 
Survey of international monetary conditions. This second part deals 
with Czecho-Slovakia, the Balkan countries, Poland, the Baltic countries, 
Finland, U.S.A. and the other American countries, the U.S.S.R., the Far 
Eastern countries, the British Dominions and India. 

JuLy, 1938. Von den Grundlagen der sozialen Bewegungen und von 
Schicksal der deutschen Nationalékonomie : O. ZWIEDINECK-SUDENHORST. 
This is the author’s farewell lecture, on vacating his chair at Munich 
University. He defends economic science against the charges of being 
hostile to State activities; of being unreal, speculative and materialistic ; 
and of neglecting the national interests for the sake of individual profit. 
He ends with a plea for freedom of science and research. Die Gestaltungs- 
fahigheit des Wirtschaftsgeschehens unter den verschiedenen Wirtschaft- 
sordnungen: W. Neuuina. Three basic types of economic life are 
distinguished, by “‘ command,”’ by competition and by monopoly. The 
spheres of overlapping between these three principles are discussed, and 
patterns of economic behaviour and policy are developed appropriate to 
these three types and various combinations between them. The author 
points out the limits of ‘‘command” inherent in human nature. 
Kolonialwirtschaftliche Betriebe: R. C. THURNWALD. Arbeitsfreiziigig- 
keit und Arbeitseinsatz : O. SCHMIDBURGK. It is argued that freedom 
of contract for labour and regulation of employment and investment by 
the State, including regimentation of labour, are not contradictory, but 
supplementary conditions of a good economic order. The author out- 
lines several schemes which are under consideration for a thorough re- 
organisation of vocational guidance. 


Schmollers Jahrbuch. 


AprRIL, 1938. Der Anteil des Luthertums an Staatslehre und Politik in der 
Gegenwart: F. KARRENBERG. Fragen der Selbstverwaltung : . 
LaroretT. An analysis of the legal notions and factual variants of 
local and industrial self-government in National-Socialist Germany, 
and their significance for the development of Stein’s administrative 
reform. Das Geld als Vergeltungsmittel : W. ANDREAE. The author 
shows, from the universalistic conception of economics, that money is 
not a result of economic development, but is already part of the original 
datum of the community. The traditional theories of the origin of 
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money are rejected as incompatible with the universalistic conception, 
and conclusions are drawn, from the new theory of money as “‘ capital 
of higher order,” as to the proper monetary policy in the National- 
Socialist economy. Die Uberwindung des Historismus : W. EUCKEN. 
Entgegnung zu Eucken’s Aufsatz: B. Laum. Eucken attacks, on 
historical, logical and philosophical grounds, the thesis of the relativity 
of social laws and social research. In the second part, he takes as the 
object of his criticism, an exposition of the relativistic point of view by 
Laum in the 1937 volume of Schmollers Jahrbuch. Laum, in a short 
reply, mainly explains Schmoller’s attitude towards the problem which 
he maintains Eucken has misrepresented. Keynes’ Allgemeine Theorie 
der Beschaftigung, des Zinses und des Geldes: A. MijHLENFELS. A short 
general review of Mr. Keynes’ latest book. The critical remarks are 
concerned with the thesis that full employment is only a special case 
and with the liquidity analysis. Sozialpolitik als Krisenpolitik: E. 
Wir1teckE. A review article on Pfister’s book of the same title, dealing 
with England as a model of a “ total social policy ’’ and the effects of 
the policy in increasing the power of resistance against trade recessions. 
Giornale degli Economisti. 

Marcu, 1938. Moneta ed economia vincolata: A. Breciuia. The more 
completely an economy is planned and controlled by the State the more 
completely must the behaviour of money be regulated and made sub- 
servient to the working of the general plan. Jl valore nelle dottrine 
classica e subjettiva : J. G. KRETSCHMANN. A summary of classical and 
modern theories of value with special reference to the Austrian School. 
Distribuzione disoccupazione e ampliamento del credito: E. KaupER. A 
critical article attacking the views put forward in Mr. Keynes’ General 
Theory of Employment. La popolazione militare italiana e la sua distri- 
buzione territoriale attraverso i censimenti : G. TAGLIACARNE. A some- 
what elaborate analysis, based on census figures, of the distribution of 
the armed forces in different parts of Italy. 

Apri, 1938. Risparmio e consumo: A. GAMBINO. The traditional 
doctrine that saving can only take place at the expense of a restriction 
and compression of consumption, ignores the important fact that 
investment creates its own saving, with the result that saving can lead 
to an expansion of consumption. Prime linee di una teoria della “‘ re- 
flazione’’: A. CaBtatTi. It is contended that the experience of the 
United States, and especially of France, shows that “‘ reflation ”’ can only 
succeed, if at all, in a closed economy; even then it is ‘‘ merely a form 
of state intervention for the purpose of redistributing over the whole 
population the partial crisis which has affected a certain portion of it.” 
Reflation in an open economy is bound to lead to disaster. IJntorno alla 

ica finanziaria. F. A. Répaci. A review article dealing with a 
recent book by Professor Einaudi, Miti e paradossi della giustizia 
tributaria, in which the latter inter alia sums up his long-held objections 
to the theory that the distribution of the tax burden should be based on 
any principle of sacrifice, whether equal, proportional or minimum. 

May, 1938. Risparmio e consumo: A. GAMBINO. Stresses the necessity 
of saving for economic progress. Osservazioni sul periodo di produzione : 
R. Macer. A survey of recent controversial literature relating to the 
ee of production. Statistica metodologica e calcolo delle probabilita : 

. BRAMBILLA. Osservazioni sulla comparabilita delle statistiche agrarie 
italiane per gli ultimi anni: G. MorTARA. 

June, 1938. Il valore nella dottrina moderna: J. G. KRETSCHMANN. A 
brief survey of some modern views of the theory of value. Il reinvesti- 
mento di profitti nella economia delle aziende industriali : P. SARACENO. 
An article dealing at some length with the conditions for, and problems 
arising in connection with, the ploughing-back of profits by industrial 
undertakings. 

Rivista Italiana di Scienza Economiche. 

Marcu, 1938. Di un caso di obbligazioni in valuta italiana ed estera : A. Dr’ 

STerani. Storia di un investimento di capitale—La Societa italiana per 
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le strade ferrate meridionali (1862-1937): G. Caropaciio. Both the 
first two articles in this number of the Rivista are concerned with the 
history of the Italian Southern Railway Company. Mercati di provvista 
e di sbocco del commercio italiano: G. MESCHINELLI. An analysis of 
Italian foreign trade with large geographical areas, such as the British 
Empire, the continent of Europe, South America, etc. 


De Economist. 


Marca, 1938. Werkloosheidsbestrijding door loontoeslagen: A. Bist. One 
method of combatting unemployment is by a system of additions to 
wages, operated through a fixed payment per week to every employer of 
labour. The economic effects of such a system are analysed, and in 
particular it is contrasted with the method of public works. It is 
argued (a) that unemployment could be effectively combatted by making 
the employment of labour profitable through wage additions; (b) that 
in this way investment would be stimulated; (c) that the increased 
opportunity of work would be increased by from 1} to 2 per cent. for 
a corresponding 1 per cent. increase in wages; (d) that such a 
system would provide a natural protection for labour inside the 
country; and (e) that there would be no detrimental reaction on the 
efficiency and productivity of labour. De arbeidsmarkt in de con- 
junctuur: W. J. VAN DE WoEsTIJNE. The labour market feels the 
effects of the ‘‘conjuncture”’ later than others. There are two 
questions : (i) how much is the delay; (ii) whether the delay is uniform 
for all industries and for all branches of industry. It is argued that the 
delay is not the same for all branches, and from this fact arises the 
peculiar aspects of the labour-market at the turn of the ‘‘ conjuncture.” 
On the meaning of the phrase “‘ labour-market,” it is correct to speak of 
a ‘“‘labour-market ”’ over a long period, but not for a short period. In 
the short period there are various labour-markets. Hence a general 
index-number of employment must be used with the greatest care; 
hence also the danger of using it as an index of the “ conjuncture.” 
De bestrijding der werkloosheidsgevolgen in Nederlandsch-Indié gedurende 
1930-1936. II: M. F. J. Coon. A continuation of the discussion of 
measures taken with regard to unemployment in Dutch East Indies 
during 1930-36 with special reference to “‘ individual unemployment.” 
Reasons are given why detailed information is more difficult to obtain 
than in Europe. 

Ekonomisk Tidskrift. 

. 1938. The Course of Prices of Consumption Goods in Sweden, 1931- 
1937; E. Liypaxut and H. Lunpsrere. The authors observe that in 
Sweden prices (save for a temporary rise in the autumn of 1931) fell slowly 
to 1933, and then began to rise steadily. The year 1936 witnessed aslight 
slackening, but 1937 an acceleration. The causes of rising prices 
suggested by the Konjunkturinstitut are discussed, and first importance 
is given to the Government’s agricultural policy. This is analysed in 
detail at a later stage in the paper, where it is shown that the rise in 
the general index has been almost wholly due to the rise in the prices of 
farm products. The most important increases are shown to be in milk 
and meat products, but it may be noted that even in these the level of 
the 1925-29 average has not been fully regained. Other points discussed 
are the relation of spending to changes in the national income, and 
differences between price and income elasticity in the demand for 
different goods and services. Finally the presence or absence of 
inflationary factors in 1937 is discussed. The fact that home prices were 
rising faster than those of goods subject to world influences lends some 
colour to the suggestion that some degree of inflation was present. On 
the whole, however, the authors are of the opinion that relative prices 
had reached a considerably greater degree of stability in 1937 than they 
had in 1931. 

II. 1938. Scattered Studies in Economic Relationships : D. Davipson. 

A second instalment of Prof. Davidson’s obiter dicta, covering such 
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subjects as the relative merits of free and gold currencies, the place of 
the scarcity concept in the Econometric approach, and Prof. Rydberg’s 
physical theory of knowledge. 


Skandinaviska Kreditaktiebolaget. 


JuNE, 1938. Long-Run Balancing of the Budget: G. Cassex. Korsnds 
Sdgverks Aktiebolag: W. Exman. The Menacing Decrease of the 
Population in North-Western Europe: K.-G. Hacstrorm. The Eco- 
nomic Situation at the Beginning of June 1938. 


Index. 


June, 1938. Supplement. Measures to Combat Unemployment in Sweden 
since 1929. 
"EnBewpnas Kowwrixis cat Anuocias Oixovopuxis. 
Aprit—JUNE, 1938. Les directives a suivre par la politique monétaire: G. 
CasseL. Le droit budgétaire comparé: P. Dertiuis. La méthode 
Kuczynski : E. AVEROF. 


Kyoto University Economic Review. 

DecEMBER, 1937. Unemployment and Wages; A Critical Review of Mr. 
Keynes’ Theory of Unemployment : Y.Taxata. The Second Three-Year 
Expansion Plan of the Co-operative Movement: Y. Yaoi. The Progress 
of Urban Social Welfare Work in Japan: Y. NaxaGawa. The Expan- 
sion and Consolidation of the Japanese Gold Exchange Standard System : 
K. Matsuoka. The Economic Significance of the Meiji Restoration: Y. 
Horie. 

The Journal of the Kobe University of Commerce. 


May, 1938. The Development of the Japanese Commercial Policy: Z. 
TakIDANI. History of the Systems of Bankruptcy and Composition in 
Japan: T. Sarro. The Conception of Static Economy ; its Theoretical 
and Practical Significance: K. Martya. Department Stores as Retail 
Distribution Markets in Modern Cities: Y. Hrrat. On the Errore in 
Export and Import Value in Statistics : G. SHIBATA. 





NEW BOOKS 


British. 


Aten (G.C.). Japan: the Hungry Guest. London: Allen and 
Unwin, 1938. 84". Pp. 261. 10s. 6d. 
[To be reviewed.] 


Be.orr (M.). Public Order and Popular Disturbances, 1660-1714. 
London: Oxford University Press, 1938. 9”. Pp. viii + 168. 10s. 
[To be reviewed. ] 


BrenHaM (F.). Economics. A General Textbook for Students. 
London: Pitman, 1938. 8}”. Pp. xv + 488. 7s. 6d. 
[To be reviewed.] 


Benn (Str Ernest). Debt. Private and Public, Good and Bad. 
London: Benn, 1938. 8”. Pp. vii +150. 5s. 


[The author believes that the size of our national debt is such as to threaten 
the stability of our whole economic system. He urges that it is time for our 
democracy to take a few years’ rest, without any borrowing, in order that it may 
survey the achievements of the immediate past. Sir Ernest Benn would not 
desire, as an alternative to borrowing, an increase in the taxation of the rich, as 
he believes that the capitalist class has been ‘‘ soaked ” nearly to the point of 
complete abolition.] 
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Buiackiock (D. 8.). Accounting for Economic Management. 
Glasgow: Jackson, 1938. 9”. Pp. 128. 8s. 6d. 


[The author, who combines a training in economics with experience in 
financial and cost accounting, has designed this book primarily for the manager 
and accountant. Its chief interest lies in the three chapters, comprising almost 
a third of the book, devoted to proposals for the development of a system of 
differential costing.] 

British Medical Association. The Doctor’s Cookery Book. 
London: British Medical Association, 1938. 4d. 

[This Cookery Book gives menus for each day for three weeks and includes 
eighty-two recipes. The diet is designed to meet the needs of a family of five, 
including three children aged 6-14, and ‘‘conforms with the best modern 
standards.’”” Minimum prices for foodstuffs in seventeen widely distributed 
districts were recently obtained, and the average cost of the diet per week— 
though this is not given in the book—was found to be 27s. 44d., which may be 
compared with the figure of 22s. 64d., the cost of a similar diet in 1933. The 
two extensive investigations carried out by the Nutrition Committee of the 
B.M.A. relating to the adequacy and cost of the diet are described in the British 
Medical Journal.) 


BuLMER (Joan) and VinTER (P.) Milk. From Cow to Consumer. 
London: New Fabian Research Bureau and Gollancz. 1938. 


Pp. 48. Is. 


[This is one of the most useful short, general accounts of the milk position 
that exists, and its recommendations, which are unfortunately stated with very 
little discussion, deserve careful consideration. Briefly, the conclusions are that 
the Milk Board should consist not of producers but of independent members; 
that wholesale prices should be fixed at the level necessary to obtain a sufficient 
supply for the liquid market and its ‘‘ necessary reserve” with an additional 
amount to keep the factories sufficiently occupied in winter; that the Board 
should take over the entire responsibility for wholesaling, delegating retailing to 
single undertakings in all areas, these normally to be co-operative societies or 

roducer-retailers formed into producer-co-operatives; the rival concerns to be 
Loughe up by the co-ops; maximum (not minimum) retail prices to be fixed by 
the Board. It is estimated that such reorganisation would result in a lowering 
of costs of distribution to 6d. per gallon, as against present London Co-operative 
costs of 9-5d. per gallon, and that the whole scheme would ensure that consump- 
tion reached the minimum quantity stated to be necessary by nutrition experts. 
Sufficient information does not yet exist either to confirm or refute this latter 
conclusion, but the authors are undoubtedly right in thinking that the existing 
prejudices against milk drinking, given great prominence by some who would 
expect to see very little effect from a reduction in the price of milk, can be 
overcome. ] 

BurnuaM (T. H.). Engineering Economics. Works Organisation 
and Management. London: Pitman, 1938. 8}. Pp. x + 330. 
8s. 6d. 

[A fourth edition of a textbook which was reviewed, together with Book I, 
by Prof. Sargant Florence in the Economic Journal, September, 1936.] 

CHANTLER (P.). The British Gas Industry; An Economic Study. 
Manchester University Press, 1938. 8}. Pp. xi+14l. 7s. 6d. 

[To be reviewed. ] 

CuHorLEY (R. S. T.). Law of Banking. London: Pitman, 1938. 
8}”. Pp. xxiv + 350. 12s. 6d. 

[A legal study, designed for the layman or the bank official without legal 
knowledge, of the law in relation to banking and to the various services per- 
formed by bankers for their customers. ] 

Cote (G. D. H.). The Machinery of Socialist Planning. London: 
The Hogarth Press, 1938. 7”. Pp. 80. 1s. 


[This pamphlet, written for consideration by the Planning Section of the 
New Fabian oeedies Bureau, is concerned with the machinery for bringing 
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about the limited amount of planning which would be possible in the first few 
years of a Socialist Government’s office. It is scarcely at all concerned with 
matters of fundamental principle partly because the economic system would not 
be completely socialised, and partly because Mr. Cole holds that many of the 
most important questions are only answerable experimentally.] 


Cripps (J.). The Distribution of Milk. A Study of Town Delivery 
Costs. Oxford: The Agricultural Economics Research Institute, 
1938. 84”. Pp. 91. 2s. 6d. (paper). 


[The important question is whether milk would be cheaper to the consumer 
if retail prices were freed. This pamphlet, which may incidentally be of some 
practical value to distributors desirous of reducing their costs, only answers 
the question indirectly. Investigation of the four largest concerns (Is one of them 
the Co-op ?) in four anonymous urban centres shows that costs of distribution 
vary so considerably, with such a number of (necessarily and unnecessarily) 
variable factors, that the aim of fixing minimum retail prices to allow ‘‘ reasonable 
profits ’’ to efficient distributors is an impossible one. Amongst these factors 
are: wage rates, ages of employees, proportion of houses visited in one area, 
density of houses, average size of delivery, number of deliveries, type of vehicle 
used, size of bottles, hilliness of district, extent of dealing in other dairy products. 
It is therefore impossible to compare the efficiency of most concerns, even if, 
included in efficiency is, e.g., the ability to get in on the densely populated rounds 
first. Mr. Cripps concludes that if no more than one delivery were made in each 
district by a monopolist, retail prices might be reduced by about 4d. per — 
over the year, though it can scarcely be said that such a concrete conclusion 
derives from the actual results of the investigation. ] 


Dantwata (M.L.). Marketing of Raw Cotton in India. London : 
Longmans, Green, 1937. 84”. Pp. xxv + 268. Rs. 5. 


[This book attempts to describe the whole process of marketing Indian cotton, 
from the farm to the cotton exchange, and to show the part played by the various 
middlemen. There are discussions of co-operative methods of marketing, and 
of the methods of financing the trade.] 


Das (N.). Industrial Enterprise in India. Oxford University 
Press, 1938. 8}”. Pp. vii +174. 10s. 6d. 
[To be reviewed.] 


Doss (M.). Wages. London: Nisbet and Cambridge University 
Press. The Cambridge Economic Handbooks, i938. 8’. Pp. x + 
205. 5s. 


[This new edition has been reset and considerably rewritten, though its 
general plan remains the same. The main changes occur in the chapters 
“Theories of Wages,’”’ ‘‘ Wages and Bargaining Power,” and ‘‘The Payment of 
Wages.”” In the latter chapter a section on the Bedaux system has been added.] 


EASTERBROOK (W. T.). Farm Credit in Canada. The University 
of Toronto Press, 1938. 9”. Pp. viii + 260. $2.50. 
[To be reviewed. ] 


Ernzic (Pavt). Bloodless Invasion. London: Duckworth, 1938. 
7}. Pp. 119. 2s. 6d. 


[Germany’s share in the foreign trade of the Danubian and Baltic countries 
has risen from 15 to 20 per cent. in 1932 to 40 to 50 per cent. to-day. This 
economic penetration, according the Dr. Einzig, has been contrived by the most 
ingenious and deliberate means. First, aided by the — clearing agreements, 

y contracted a large debt with these countries simply by importing large 
uantities of their goods. Next, Germany resold abroad some of these imports, 
thus spoiling the markets of Danubian and Balkan exporters, but sometimes 
gallantly taking over their resulting unsaleable surplus. Third, Germany 
reduced her debit balance by selling second-hand armaments. Fourth, the value 
of imports and exports having to balance under the new clearing agreements, 
Germany granted very liberal credit terms, allowing payment over a long period, 
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but increasing, meanwhile, the size of the frozen balance. Dr. Einzig outlines 
proposals (orthodox and unorthodox, but all respectable) to counteract this 
penetration, and welcomes the first concrete action, the granting of a £16 million 
credit to Turkey.] 


Exrvzie (P.). World Finance, 1937-8. London: Kegan Paul, 
1938. 9”. Pp. xvii + 366. 12s. 6d. 

[This volume carries on the account of financial events sketched in Dr. 
Einzig’s earlier World Finance since 1914 and World Finance, 1935--7._ After an 
introductory section, the subjects reviewed include the gold scare, the ‘“‘ tragi- 
comedy ” of the franc, rearmament finance, war finance as seen in Spain, Japan 
and China, the setback in trade. The whole provides a readable, but seldom 


very profound account of the period.] 


Gotprine (D.). A Tour in Northumbria. London: Allen and 


Unwin, 1938. 9”. Pp. 127. 7s. 6d. 

[This attractive Guide was commissioned by the North Eastern Trading 
Estates Ltd., and was designed to persuade industrialists to establish their 
factories in North Eastern England.] 


Hosson (J. A.). Imperialism: A Study. Third Edition. 
London: Allen and Unwin, 1938. 74”. Pp. xxx + 386. 8s. 6d. 


[Reviewed in this issue.] 


Hopson (H. V.). Slump and Recovery, 1929-1937. A Survey of 
World Economic Affairs. London: Oxford University Press, 1938. 
8}”. Pp. viii + 484. 10s. 6d. 

[To be reviewed. ] 


Horowitz (D.) and HinpEn (R.). Economic Survey of Palestine. 
With Special Reference to the Years 1936 and 1937. Tel-Aviv: 
Economic Research Institute of the Jewish Agency for Palestine, 1938. 


94". Pp. 214. 

[This survey is a model of its kind. It is clearly and plainly written; its 
statistics are selected with discrimination for their economic significance; it 
contains many comparisons with other countries. The Palestine economic 
system is a most distinctive one, largely because it has arisen as a result of “‘ the 
impact of a highly kage iy mass immigration on a relatively large unpro- 
gressive native pop tion, to whom its relation is not that of ruler and ruled 
but of co-workers.” Palestine’s population increase is far in excess of that in 
any other immigration country to-day, and its rate of natural increase both for 
Jews and Arabs is exceedingly high; in 1935 capital imports were more than half 
the value of total production; there is no income tax, nearly half the revenue 
being derived from tariffs; the years 1932-5 saw an unprecedented economic 
expansion, based on the influx of Jewish capital and the boom in fruit consump- 
tion, while 1936 and 1937 saw a setback; during the last five years Jewish 
investment in buildings has amounted to more than half of the total of Jewish 
investments; despite the existence of separate wage rates for Jews and Arabs, 
Jewish real wages are very low, and there is an almost complete absence of social 


services. ] 


Hussarp (L. E.). Soviet Trade and Distribution. London: 
Macmillan, 1938. 83”. Pp. xiv +381. 12s. 6d. 
[To be reviewed.] 


Husary (S. A.). Agricultural Marketing in Northern India. 
London: Allen and Unwin, 1937. 9’. Pp. 342. 15s. 

[This book is divided into three parts: I, Introductory (containing back- 
ground); II, Present Conditions; III, Problems and Policies. Part II is much 
the strongest. It gives a valuable insight into the market structure of Northern 
India. On the co-operative side it is weak. The author would like to supply 
the cultivators with finance so that they can ‘‘ be watching the markets for @ 
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rise in prices and disposing of their goods according to their individual judgment ” 
(p. 168). This way lies disaster—as the experience of the New World shows. 
The tone of Part III is querulous; and a sentence such as the following is about 
as worthless as any sentence could be: ‘‘ The main factors which have prevented 
the movement (co-operation) from gaining greater success and soulivetioy are 
unsound organisation, lack of supervision, little teaching of co-operative 
principles, insufficient Government — inadequacy and unsuitability of the 
departmental staff, and the paucity of enthusiastic honorary workers ”’ (p. 290). 
This indiscriminate fault-finding is, unhappily, all too common in the private and 
official literature of India.] 


LizPMANN (H.). Tariff Levels and the Economic Unity of Europe. 
London: Allen and Unwin, 1938. 84”. Pp. 424. 2ls. 

[This book, the author of which was formerly Research Assistant at the 
Institute of Social Sciences of Heidelberg University, provides a detailed and 
most useful survey of tariff policy and of the levels of actual tariffs down to 
1936, made originally under the guidance of Prof. Alfred Weber. Tables show 
the changes in the levels of tariffs since 1913.] 


MacEwan (G.T.). Overseas Trade and Export Practice. London: 
Macdonald and Evans, 1938. 9”. Pp. xvi + 366. 12s. 6d. 

[This is a useful study, designed for those concerned practically in export 
businesses, of the organisation of international trade, of the chief commodities 
and their markets, of marketing methods, of facilities for financing trade, and of 
the various public and —— bodies whose function it is to assist in promoting 
trade. It brings together a great deal of scattered material that is not easily 
available elsewhere. ] 


MaocmiLuan (H.). The Middle Way. A Study of the Problem of 
Economic and Social Progress in a Free and Democratic Society. 
London: Macmillan, 1938. 84”. Pp. ix + 382. 5s. 


[Reviewed in this issue.] 


Maomittan (W. M.). Africa Emergent. London: Faber and 
Faber, 1938. 9”. Pp. 414. 15s. 
[To be reviewed.] 


Marx (K.). Capital. Translated from the Third German Edition 
by Samuel Moore and Edward Aveling and Edited by Frederick 
Engels. London: Allen and Unwin, 1938. 83”. Pp. xxxi + 882. 
88. 6d. 

[This is a photographic reprint of the stereotyped edition of 1889, which was 
translated from the third German edition by Samuel Moore and Edward Aveling, 
and edited by Engles. Edited by Dona Torr, it includes a Supplement which 
contains alterations and additions made by Engels to the 4th German edition ; 
Engels’ Preface to the 4th German edition of Capital, 1890; and notes and 
quotations from the letters of Engels relating to the 1887 English edition of 
Capital, which was followed by the single-volume, edition of 1889. 


MecraH (M.). The Banker’s Customer. London: Butterworth, 
1938. 83”. Pp. xv +192. 7s. 6d. 


[The second edition of a highly technical book on the legal position of the 
banker’s customer. ] 


Merz (S. S.). New Money for New Men. London: Macmillan, 
1938. 9”. Pp. xxiv + 366. 8s. 6d. 


[The author, who describes himself as ‘‘ a banker who believes in God ” sets 
out to remedy the present position in which there are, on the one hand, schemes 
for monetary reform and social reconstruction by authors who neglect the 
necessary spiritual re-adjustment and changes in human nature, whereas on the 
other hand those persons who have discovered the fundamental spiritual wrong- 
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ness of our present order have not sufficient technical knowledge to understand 
the strategic position of the material order and its defects. There are three 
Sections of ten chapters each. The first section—describing what is going on 
**inside the financial system ”’—represents in itself an excellent and concise 
theory of banking, hinging upon a demonstration that the banking system does 
not exercise real coutrol over the disposition of the deposits created by the 
system. There are interesting calculations using the ratio between current 
accounts and loans as an index of the state of credit, and as a determinant of 
price structure and trade activity. The dependence on gold under present 
conditions is, however, vastly exaggerated. The second section, dealing with 
categories of income (‘‘ where the money goes”), prepares the ground—by 
denying the ‘‘myth” of the circular flow of money—for the ‘‘ new order.” 
When incomes, excess profits, reserves, and savings will be ‘‘ marshalled ” into 
circulation, no interest will be paid on idle deposits, the rate of interest will be 
stabilised, leaving death duties more or less as they are (except by educating 
people to the view that ‘‘ we are not placed in this world solely for those near 
and dear to us”’), disruptive capital exports will be suppressed together with 
the adverse balance of trade and production for the home market will be 
strengthened (while autarky is deprecated). This part of the book is a rather 
unsophisticated exposition of what used to be the heterodox view that saving 
diminishes employment, ceteris paribus. The author, preoccupied with the 
necessary changes of human nature, somewhat neglects the psychological reactions 
to be expected from human nature as it is to-day. This ‘‘ new order ” to which 
the analysis of Section IT has led up, is further outlined in the last Section as the 
transformation of the community into a ‘‘ nation of trustees.” At the crucial 
points, however, there is a tendency to vagueness and to the use of meaningless 
household phrases. This is not true of the scheme, outlined in chapter 24, of a 
National Investment Trust with a monopoly of issuing shares, and a National 
Mortgage Trust and an International Investment Trust as subsidiaries. This 
proposition is concrete and sane, and will repay study.] 


Morean Youne (A.). Imperial Japan, 1926-38. London: Allen 
and Unwin, 1938. 9”. Pp. 328. 12s. 6d. 

[By an ex-Editor of the Japan Chronicle, this book contains some chapters of 
economic interest. ] 


MUKERJEE (R.). The changing Face of Bengal. A Study in 
Riverine Economy. University of Calcutta, 1938. 94”. Pp. viii + 
293. 

[To be reviewed. ] 


MUKERJEE (R.). Food Planning for Four Hundred Millions. 
London : Macmillan, 1938. 8}. Pp. xviii + 267. 7s. 6d. 
[To be reviewed.] 


Munro (H.). Principles of Monetary-Industrial Stability. 
London: Blackie, 1938. 8”. Pp. xiii+ 130. 5s. 
[To be reviewed.] 


NEALE (E. P.). Guide to New Zealand Official Statistics. Auck- 
land University College Texts, Whitcombe and Tombs, 1938. 8}”. 
Pp. 94. 


[By the Secretary to the Auckland Chamber of Commerce, and with an intro- 
duction by Prof. Belshaw, this book is far more than a guide to the main sources 
of New Zealand official statistics. Statistics exist to be used, and in order that 
they may be properly used, the intentions behind and the methods adopted in 
their construction must be understood. To take as an example the construction 
of the cost of living index number. Dr. Neale gives a list of sources of informa- 
tion, discusses the adequacy of the household budget enquiry, examines the 
technique of compilation, and gives a long list of general and specific pitfalls 
connected with the use of the index number, which range from a warning that a 
rise in _— of 2% does not mean a fall in purchasing power of 2%, to a discussion 
of hidden changes in the quality of goods. The best that can be hoped for from 


such a book as this is that it shall lead to more co-operation between the makers 
and users of statistics, so that the latter may get what they really require.] 
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Orwin (C. S.) and (C. S.). The Open Fields. Oxford: Oxford 
University Press, 1938. 93”. Pp. 332. 21s. 
[To be reviewed.] 


Part (G. U.). The Colonial Problem. An Economic Analysis. 
London: P.S. King, 1938. 74”. Pp.70. 4s. 6d. 


[This small book falls into three parts. The first is a highly compressed and, 
to anyone familiar with the history of individual colonies, a highly artificial and 
theoretical picture of the phases of colonial expansion, in which rational economic 
calculation is dominant, and all mention of such motives as religion, intolerance 
of government, pure adventure, zest for power or for the creation of something out 
of nothing, is rigidly excluded. The second part is a re-examination of the theory 
of international trade, again so compressed that it is not easy to understand 
whether the author regards certain criticisms of the theory as applicable to long: 
run situations of full equilibrium or to short-run situations only. He argues the 
need for colonies from the increasing difficulties imposed on debtor countries 
since the war by the creditor countries, the need for restrictions on imports in 
order to secure an adequate export surplus, the consequent diversion of resources 
to uneconomic industries, and the impossibility of securing adequate imports of 
necessary materials unless the colonial territory is owned, and thus brought 
within a free-trade system. The third part outlines the principles that should 
govern the tariff policy between mother-country and colonies, in particular 
under a corporative régime. ] 


Sarcant (A. J.). Seaports and Hinterlands. London: Black, 
1938. 9”. Pp.x +188. 83. 6d. 


[Prof. Sargant holds that a scientific examination of a trade route requires an 
analysis of the economic activities of the ultimate terminal groups which are 
the cause of the trade. Accordingly he has selected a number of ports as bases 
for the investigation of their hinterlands. The ports and areas included are: 
Hamburg; Rotterdam, Antwerp and the Rhine; New York; Philadelphia and 
Baltimore; Montreal; New Orleans; Argentina and Uruguay; Brazil; the 
North and West Coasts of South America. The introduction contains a full 
discussion of the notion of a hinterland.] 


Sayers (R. 8.). Modern Banking. London: Oxford University 
Press, 1938. 9”. Pp. xi+ 316. 12s. 6d. 
[To be reviewed. ] 


Scorr (W. R.). Adam Smith. An Oration. Glasgow University 
Publications XLVIII : Jackson, 1938. 


[An oration delivered in the University of Glasgow, June 1938, with the 
addition of two appendices, one on Adam Smith’s study of jurisprudence and 
the other on his anticipations of the French Revolution.] 


Sovna (J. C.). Indian Currency Problems in the Last Decade 
(1926-36). University of Delhi, 1938. 10”. Pp. vii + 166. 


[These ten lectures by the Professor of Economics in Presidency College, 
Calcutta, were delivered at Delhi University in 1937. The author makes clear 
the conflict between stabilisation of exchange rates and stabilisation of prices or 
of employment, and regards it as difficult for India to subordinate considerations 
of exchange to those of internal activity. But apart from that, he thinks that 
India is particularly lacking in financial machinery to effect stabilisation, owing to 
the relative weakness of the Reserve Bank’s control over the various sources of 
supply of __— and to the inefficacy in Indian conditions of small changes in 
iaheate. 


Spatpine (W. F.). The London Money Market. Sixth Edition. 
London: Pitman, 1938. 9”. Pp. xvii + 277. 10s. 6d. 


[A sixth edition of a book, the fourth edition of which was reviewed by Mr. 
J. R. Bellerby in the Economic Journal, June, 1925.] 
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Sydney University Reprints. Series XII. University of Sydney, 
1937. 


[This series includes an article by F. A. Bland on ‘‘ Some Implications of the 
Statutory Corporation,” and one by S. H. Wolstenholme entitled ‘*‘ Should we 


arrest the falling birth-rate ? ”’] 


Uttey (F.). Japan’s Gamble in China. London: Secker and 


Warburg, 1938. 7}”. Pp. x + 302. 6s. 
[With an introduction by Prof. Laski and including a chapter on “ Over- 
population as an Excuse for Japanese Aggression.”’] 


Vaxit (C. N.) and Matuste (D. N.). Commercial Relations 
between India and Japan. London: Longmans, Green, 1938. 8”. 
Pp. xiii + 210. Rs. 7.80. 

[This book starts with a description of the economic organisation of Japan, 
and then proceeds to a discussion of the export of raw cotton and the import of 
piece-goods. Further chapters deal with other exports from India to Japan, 
and vice versa, with the problems of Japanese competition and with the workings 
of the Indo-Japanese trade agreement of 1934.) 


Wa trterR (K.). The Class Conflict in Italy. London: P. 8S. King, 
1938. 84’. Pp. ix + 134. 5s. 
[To be reviewed.] 


American. 


Amos (J. Exttwoop). The Economics of Corporate Saving. 
Urbana: The University of Illinois Press, 1937. 10”. Pp. 136. 
$1.50 (paper); $2.00 (cloth). 

[To be reviewed. ] 


AnpDERSON (H. D.). Our California State Taxes. Stanford Uni- 
versity Press, California; Oxford University Press, 1937. 9’. Pp. 
viii + 305. $2.75. 

[This is a straightforward account, intended primarily for use in schools and 
social study groups, of the relative importance of the arguments for and against 
the various state taxes in force in California. Refined theoretical argument is 
naturally absent, and current ability to pay is in effect the author’s sole criterion 
on which a tax is to be judged. Fuller discussion on some points would have 
been desirable: for instance, as to the distinction between proportional and pro- 
gressive taxation. An appreciation of the differences between cyclical and long- 
run effects of income and capital taxes would not have weakened the obviously 
clear case for a substantial increase of such levies in the Californian revenue 
structure. California appears to suffer particularly from ear-marked taxes which 
tend to the over-development of certain services (¢.g., highways) at the expense 
of more general functions. Heroic attempts are made to estimate the incidence 
of different taxes, but no estimate of the combined tax structure on different 
income levels is offered. It can be deduced that in the upper ranges taxation is 
now fairly progressive, while in the lower ranges it is still highly regressive, 
leaving a substantial middle range which is relatively lightly taxed. Income and 
capital taxes are, largely for this reason, considerably more sensitive to cyclic 
influences than their British counterparts. California is relatively free from 
evasion by residential shifting which prevents States with less attractive climates 
from attempting to impose progressive taxation.] 

BitTERMANN (H. J.). State and Federal Grants-in-Aid. New 
York : Mentzer, Bush, 1938. 8”. Pp. x + 550. 

[To be reviewed. ] 

Buack (J. D.) and Mupeert (B. D.). Research in Agricultural 
Index Numbers. Scope and Method. New York: Social Science 
Research Council, 1938. Pp. viii + 152. 75c. 

[To be reviewed. ] 
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Brooks (R. R. R.). When Labor Organizes. New Haven: Yale 
University Press ; Oxford University Press, 1937. 9”. Pp. x + 361. 
12s. 6d. 

[To be reviewed.] 


Cowxss (A.) and others. Common Stock Indexes, 1871-1937. 
Cowles Commission for Research in Economics. Principia Press, 
Bloomington, Indiana, 1938. 10’. Pp. xii+ 499. $6.00. 

[To be reviewed.] 


Crum (W. L.). Rudimentary Mathematics for Economists and 
Statisticians. Supplement Quarterly Journal of Economics. Harvard 
University Press; Oxford University Press, 1938. 9. Pp. 164. 

[Only revenue, cost and utility curves are used as illustrations in the text of 
this Supplement, and there is no suggestion that mathematics is of value in any 
other department of economics or statistics. The ideas of the differential calculus 
(going as far as very elementary differential equations) are worked out from first 
principles, but not independently of the economic concepts. Unlike Mr. R. G. D. 
Allen’s recent ‘book, there are no examples for the student. ] 


Drxon (R. A.) and Epernart (E. K.). Economics and Cultural 
Change. New York and London: McGraw-Hill, 1938. 9”. Pp. 
xi + 550. 18s. 

[To be reviewed. ] 


Hoyt (E. E.). Consumption in our Society. New York and 
London: McGraw-Hili, 1938. 9”. Pp. ix + 420. 18s. 
[To be reviewed. ] 


Huntiveton (Emity H.) and Luck (Mary G.). Living on a 
Moderate Income. Heller Committee for Research in Social Economics 
of the University of California. London: Oxford University Press, 
1937. 9”. Pp. xiv + 206. 8s. 6d. 

[To be reviewed. ] 


Hutcueson (H.). Tench Coxe. A Study in American Economic 
Development. Baltimore: The Johns Hopkins Press; Oxford Uni- 
versity Press, 1938. 84’. Pp. ix + 227. 10s. 6d. 

[To be reviewed. ] 


Irons (W. H.). A Study of the Causes Underlying the Inter- 
national Gold Crisis. Philadelphia: University of Pennsylvania, 
1938. Pp. 232. 


[A Ph.D. dissertation of the University of Pennsylvania. ] 


Lance (0.) and Taytor (F. M.). On the Economic Theory of 
Socialism. Minneapolis: The University of Minnesota Press; Oxford 
University Press, 1938. 7}. Pp. vii+ 143. $1.75. 8s. 

[Reviewed in this issue. ] 


McLavecaur (G. E.). Growth of American Manufacturing Areas. 
University of Pittsburgh, Bureau of Business Research, 1938. 9”. 
Pp. xxvii + 358. $3,00. 

[Reviewed in this issue.] 

Manes (A.). Insurance Facts and Problems. New York : Harper, 
1938. 8”. Pp. xii+ 182. $2.00. 


[Consisting of twelve lectures delivered during 1936 and 1937, this book, by 
the Professor of Insurance, Indiana University, attempts to ‘‘ show the unity of 
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all insurance matters and to give an impetus to the consideration of insurance not 
only as a business, but as a basis of economic life.”” The chapters, which are on 
all types of insurance, include one comparing private and social insurance. } 


MarceEt (A. W.). The Theory of Prices. A Re-Examination of 
the Central Problems of Monetary Theory, Vol. I. New York: 
Prentice-Hall, 1938. 9”. Pp. xxv + 664. $4.50. 

[To be reviewed. ] 


MAXWELL (J. A.). Federal Subsidies to the Provincial Govern- 
ments in Canada. Harvard Economic Studies 56. Cambridge, Mass. : 
Harvard University Press ; Oxford University Press, 1937. 8}. Pp. 
xi + 284. 12s. 6d. 


[This study is an object-lesson in some of the more obvious pitfalls in regulating 
the relation between central and local finance. The British North America Act 
failed to provide definitive financial arrangements between the Dominion and the 
Provinces, since the most valuable expanding taxes were left under the control 
of the Dominion, while the Provinces were the main spending authorities. The 
injustice of this state of affairs was recognised by both sides, and found expression 
not in any attempted general solution, but in a series of intermittent and con- 
stantly revised grants of ‘‘ better terms ” to the provinves. It is easy to imagine 
the abuses to which such a course might give rise, specially when the greatly 
differing size, resources and rate of development of the different provinces are 
taken into account. Although the Liberals, with creditable if somewhat 
impracticable orthodoxy, did something to stem the tide, it virtually became the 
practice for the granting of better terms to one province to be the signal for the 
others to ‘‘ get busy and work up a grievance.” Previncial general elections 
might even follow a change of Government at Ottawa, for no more respectable 
reason than the expectation of favours from poli tical friends. Canada is 
apparently on the eve of a concerted new drive for “‘ b2tter terms.” The practice 
oF granting instead conditional subsidies (grants in aid) is still in its infancy. 
Those which have been tried have frequently failed either for want of adequate 
federal inspection or because the object to be attained was insufficiently thought 
out. The question of differential grants on a needs basis dogs not appear to have 
been mooted before 1930. Dr. Maxwell makes the sensible suggestions that not 
only should grants in aid be very much extended, but that they should be given 
for established as weil as for new services. | 


Meek (H. B.). Hotel Administration. A theory of Hotel Room 
Rates. Cornell University, N.Y., Department of Hotel Administration, 


1938. Pp. 120. $2.00. 

[At a first glance it is not easy to suppress a smile when invited to apply the 
full apparatus of modern value theory to the problems of hotel bedrooms. In 
fact this is a serious study and raises numerous points of interest regarding price 
policy in an industry in which demand is highly fluctuating, and the degree of 
monopoly and the opportunity for discrimination vary considerably. It is 
difficult to understand why the author, who is familiar with all the modern 
economic literature, does not employ the concept of marginal revenue which might 
considerably have simplified his argument at several points.] 


Mop. (G. M.) and McIsaac (A. M). Social Control of Industry. 
Economics and Social Institutions. Vol. III. Boston: Little, Brown, 


1938. 7}. Pp. vii+ 499. $1.40. 

[This book is another useful addition to the series in which it appears. It 
falls into six parts, dealing respectively with business organisation, the marketing 
system, problems of monopolistic competition, the utilisation of natural resources, 
transportation and public utilities. The first part is concerned chiefly with 
problems of industrial finance, and the second with the problems and difficulties of 


the consumer. The authors exercise throughout an admirable restraint, at the 
possible cost of insufficient emphasis on the damage done by unregulated 
monopoly. The discussions of the Sherman and Clayton Acts are brief. Con- 
siderably more space is given to the N.R.A. experiments. The control of trade 
practices is briefly but adequately discussed. The book as a whole is probably 
too compressed to be useful as a textbook for British students who are unfamiliar 


with the general background. | 
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Nourse (E. G.) and Drury (H. B.). Industrial Price Policies and 
Economic Progress. Washington: The Brookings Institution, 1938. 
83”. Pp. xi+ 314. $2.50. 

[To be reviewed.] 


Oakes (E. E.). Studies in Massachusetts Town Finance. Harvard 
Economic Studies 57. Cambridge, Mass.: Harvard University Press ; 
Oxford University Press, 1937. 9”. Pp. 237. 10s. 6d. 

[This is a regional study of the financial adventures of a selected group of 
small urban communities in Massachussets. They illustrate either difficulties 
of financial balance of a general nature, or those depending on local peculiarities of 
law and tradition. The most disastrous local custom appears to be the habit of 
settling ee between communities by fission. Thus a wealthy community 
can cut itself adrift from less prosperous neighbours, and set up a higher standard 
of service with lower rates than would otherwise have been possible, leaving its 
previous associates substantially worse off than before. e local units thus 
set up may be so small that they depend entirely on the fortunes of a particular 
mill. If it should become bankrupt, the same fate is liable to overtake local 
government. Moreover, these mill communities tend to be overwhelmingly 
proletarian, in which case the only contribution of the majority of the inhabitants 
to the expenses of local government is a poll tax of negligible amount. They are 
therefore liable to adopt expenditure programmes beyond the means of the 
locality, unless restrained by the presence of a mill-owner of sufficient personality 
to exert a moderating influence. The prospects of self-balancing local finance 
are thus, to say the least of it, precarious. Dr. Oakes is no doubt right in hoping 
that in the present state of knowledge, local studies of this type are a necessary 

in research. But it would be helpful to the outside reader to be given 
some indication as to the extent to which such examples should be regarded as 
typical.] 

Roserts (C.). The Middlesex Canal, 1793-1860. Harvard Uni- 
versity Press; Oxford University Press, 1938. 8}. Pp. xii + 252. 
$3.00. 

[This volume belongs to the Harvard Economic Series. The canal, constructed 
during the years 1793 to 1803 connected Boston originally to Chelmsford and 
later to Concord and Plymouth, New Hampshire. There is an account of its 
construction, of the technical methods employed, of the boats and freights, of 
the tolls, and finally of the increasing competition and financial difficulties.] 


SavaceE (A.). A Professor’s Balderdash. A Critique of The Folk- 
lore of Capitalism, by Professor T. W. Arnold. 


[The author cannot understand why such laudatory reviews have been given 
to Prof. Arnold’s book which he regards as a typical piece of professorial writing— 
the product of the “‘ university cell.” Mr. Savage takes the word “‘ folklore ” 
much too seriously.] 


Wiis (J. B.). The Theory of Investment Value. Cambridge, 
Mass.: Harvard University Press. Oxford University Press, 1938. 
9”. Pp. xxiii + 613. $5.00. 

[To be reviewed. ] 


French. 


Cuait (B.). Essai d’explication des crises économique par l’écono- 
oe ot. Paris: Hermann, Exposés d’Analyse Générale, 1938. 10’. 
. 51. 


[To be reviewed.] 


Cuayrov. Intendant général achats rationnells. Caractére 
du plus avantageux de deux achats semblables. Paris: Sirey, 1938. 
9”. Pp. xxxi+ 123. 26 fr. 

_ [This interesting essay, which is preceded by three prefaces from an indus- 
ist, an economist (Prof. Divisia) and a politician, is apparently intended 
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chiefly for business men. It discusses with great lucidity the principle of 
scientific purchasing and gives a number of examples chosen from the Services 
and industry, indicating the way in which the rough formula of u/p (utility divided 
by price) can be adapted for different commodities. The author shows an under- 
standing of the practical limitations of what he advocates which is rare and 


admirable in an avowed propagandist. ]. 


LAVERGNE (B.). Essor et décadence du capitalisme. Paris : 
Payot, 1938. 9”. Pp. 251. 25 fr. 
[To be reviewed. ] 


Watras (A.). De la nature de la richesse et de l’origine de la 
valeur. With a Biographical Introduction by Prof. G. Leduc and a 
Preface by Prof. G. Pirou. Paris: Alcan, 1938. 9”. Pp. xv + 343. 
50 fr. 

[This essay on Wealth and Value, written by the father of Léon Walras in 
1831, has an important place in the history of economic thought, as an early 
anticipation of the notion of marginal utility (‘‘ rareté ’’), and also for the influence 
which it had, possibly on Cournot, and certainly on the author’s celebrated son. 
To the present reprint Professor Leduc has contributed a biographical and critical 
introduction, and has annotated the text; the remarks scribbled by J.-B. Say 
in his copy of the book (e.g., at the end: ‘‘ Résumé: M. Say se trompe; Adam 
Smith se trompe; Ricardo se trompe; attendu que ces imbéciles ont dit que la 
richesse était quelque chose. La richesse est la rareté des choses, c’est-a-dire 
qu’elle n’est rien, et j’ouvre un champ nouveau & I|’Economie politique en 
montrant comment il faut multiplier les richesses, c’est-&-dire le néant ”) are 
published for the first time in the footnotes; and two essays by the author are 
reprinted as an appendix.] 


Belgian. 


Cuarr (B.). Les Fluctuations Economiques et |’Interdependance 
des Marchés. Brussels: Louis, 1938. 10”. Pp.344. 135 fr. (paper), 
150 fr. (cloth). 

[To be reviewed.] 

German. 


EvuckEN (W.). Nationalékonomie wozu? Leipzig: Meiner, 1938. 
Pp. 64. RM. 1.80. 

[This, the last of the series of Prof. Eucken’s writings in defence of economic 
theory, is addressed to the general public, and tries in popular language to dispel 
the impression that scientific analysis of social science is fruitless or impossible, 
and that economic science is in a state of chaos. Prof. Eucken believes that it is 
becoming increasingly important to listen to what economists have to say.] 


Kemxav (W.). Volkswirtschaftspolitik und weltwirtschaftliche 
Stellung Norwegens. Jena: Fischer, 1938. 94”. Pp. 23. 

[This is the reprint of a lecture delivered to the Weltwirtschaftliches Institut in 
Kiel, in which the lecturer described several instances of economic science and 
discussion influencing Norwegian economic policy. He gives some reasons why 
Prof. Heckscher’s plan, of last year, to detach the Nordic currencies from sterling 
would have had detrimental effects on Norway. Some figures are given relating 
to the alarming decline in the birth-rate. Other factors dealt with are the con- 
centration of the Norwegian economy on mercantile shipping, the Oslo and 
Hague conventions for the promotion of freer trade, the new co-operative 
organisation of Norwegian agriculture, and the political co-operation between 
workers and farmers. It is prophesied that Norway is at the beginning of a 
period of violent conflicts of opinions on economic policy.] 


Léurt (H.). Schiffahrt und Schiffahrtspolitik der U.S.A. seit dem 


Weltkreig. Hamburg: Preilipper, 1938. 9’. Pp. 160. 


[This dissertation is good on the factual side. The author mentions that 
the facts concerning post-war American mercantile shipping policy have never 
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before been brought together and had to be collected from very miscellaneous 
sources. The description is very up-to-date, including even the Report of the 
U.S. Maritime Commission of November 1937. There is no attempt at a broader 
evaluation of the effect of the various measures. ] 


Maur (A.). Das Problem einer wechselseitigen Giiterproduktion 
der Erwerbslosen. Vienna: Osterreichischer Wirtschaftsverlag, 1937. 
9”. Pp. 76. 8S. 5.40. 


[A well-written book on subsistence production by unemployed men, analysing 
both the practical difficulties and the theoretical implications. The first half is 
devoted to a critical examination of the subsistence projects by Lederer, Graham, 
Eaton, Bayer, Nehring and others, but there is nothing on the actual working of 
the schemes. ] 


SABELBERG (F.). Tee. Wandlungen in der Erzeugung und Ver- 
wendung des Tees nach dem Weltkrieg. Leipzig: Bibliographisches 
Institut AG, 1938. 9”. Pp. 184. RM. 8.50. 


[The author’s main interests are the shifts in the importance of various 
brands of tea and various production centres, and gradual changes in consumption 
habits. There are chapters on trading institutions in tea, price development 
since 1919, and the International Tea Agreement and a full statistical appendix. 
The author has spent years of travel on the preparation of this book, and it appears 
to be a reliable reference book, except that the technical conditions of supply are 
summarily treated.] 


ScurorrF (F.). Die Eisenbahntariftheorien in Deutschland, 
England und Amerika. Eine kritische Betrachtung. Miinster : 
Wirtschafts- und Sozialwissenschaftlicher Verlag, 1938. Pp. 58. 
RM. 1.80. 


[The purpose of this pamphlet is to study the theories of railway tariffs in 
Germany and abroad. The author is mainly concerned with the “ sterility ’’ of 
this discussion—though he much exaggerates this—and he partly explains it by 
fundamental political differences between the various schools. He also seems to 
argue that the problem has been wrongly posed, but his argument is rather obscure. 
In Anglo-American literature, he contrasts a theory of joint cost represented by 
Taussig, and a theory of monopoly represented by Pigou, but both are charged 
with a neglect of the conditions of production of transport services. ] 


Wirte (R.). Grundfragen einer gemeinwirtschaftlichen Maschinen- 
politik: Rostock: Hinstorff, Hamburger wirtschafts- und sozial- 
wissenschaftliche Schriften, 1938. 84’. Pp. viii + 225. 


[The nucleus of this book is a discussion of technological unemployment and 
of the degree to which there is appreciable automatic compensation to the intro- 
duction of machinery. This part of the book, while not contributing anything 
new to the subject, gives a fair and clear summary of the various currents of 
thought, is well-documented (the bibliography of works quoted comprises 12 
pages), and includes some interesting concrete illustrations. The part of the 
book devoted to broader social issues, such as the psychological effects of 
mechanised work, is superficial and empty.] 


Zwicky (J. F.). Public Utilities. Jena: Gustav Fischer, 1937. 
9”. Pp. xiv + 260. RM. 12.50. 


[The bulk of the material upon which this book (written in German) is based 
is already some years old. Dr. Zwicky, in drawing attention to this, su ts 
that there are advantages in closing a study of American public utilities at about 
the date of the New Deal. Clearly there are inconveniences in attempting to carry 
such a study further without the help of contemporary value theory; and this 
book’s avoidance of both the inconveniences and the theory is its chief short- 
coming. Abandoning the promising inductive discovery that current American 
usage gives the term a meaning ‘‘ vorwiegend auf ausserdkonomischen Momenten 
beruhend,”’ Dr. Zwicky persists in a search for a purely economic definition. He 
succeeds in finding one: ‘‘ Dass alle Public Utilities zum Monopol hinneigen, 
und zwar zum betrieblich-technisch, von innen heraus bedingten Monopol, dem 
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sog. ‘Muss’-Monopol.” The three characteristics of all public-utility enterprises 
which Dr. Zwicky names as the roots of this inevitable tendency are : (1) octopoid 
plant, (2) dependence upon concessions, (3) a pricing. This traditional 
approach has always brought difficulties when it has been used as an argument 
for giving public utilities a special pigeon-hole in pure theory; it is doubly 
embarassing vis-a-vis a pure theory whe no longer regards price discrimination 
as @ lusus naturae. For the rest of the book, Dr. Zwicky abandons his strictly 
economic definition, and gives a useful introductory survey of the history, legal 
position, and structure of American public utilities.] 


Swiss. 


HavussMANN (F.). Konzerne und Kartelle im Zeichen der “ Wirt- 
schaftslenkung.” Ziirich: Verlag fiir Recht und Gesellschaft, 1938. 


94”. Pp. vii + 382. 
[To be reviewed. ] 


Dutch. 


VatK (W. L.). De Beheersching der Wereldeconomie. The 
Hague: Uitgeversmaatschappij ‘‘ De Struisvogel,” 1937. 9’. Pp. 170. 


[This is mainly a plea for the smoothing out of cyclical fluctuations through 
centralisation of the control of new investment. Dr. Valk, whose book on wages 
is already known to English readers, would achieve this through socialisation of 
the means of production. He does not, however, call his project Socialism, 
because he wishes to preserve the pricing mechanism. His desire to convince 
Socialists of the importance of the marginal principle is a laudable one. He argues 
that freedom of consumer choice becomes more, not less important as the standard 
of living rises; and that the Russians will soon find this out, if they are not 
already doing so. He does not say much about technical methods for achieving 
State ownership, but he has an interesting proposal for a yield on State obligations 
varying with the productivity of State industry. He would also expect from his 
measures of socialisation greater equality of income and increased opportunity for 
international co-operation, and he has an interesting discussion of the possibility 
of organising economic control in a democracy. These matters receive rather 
less detailed treatment, however, than the more technical problems of trade-cycle 
policy. Altogether a very interesting sample of recent Dutch thought on the 
borderland between economics and social policy.] 


International Abstract of Economic Statistics, 1931-1936. The 
Hague: Permanent Office of the International Statistical Institute, 


1938. 11”. Pp. 249. 

[This contains for the thirty-one most important countries and for the period 
1931-6 a short resumé in English of principal events, and statistical data relating 
to finance, prices, trade, output, transport and employment.] 


Swedish. 

Boétutvs (B.) and Hecxscuer (E. F.). Svensk Handelsstatistik, 
1637-1737. (Swedish Statistics of Foreign Trade, 1637-1737). 
Stockholm, 1938. 9}. Pp. lviii + 803. 

[To be reviewed. ] 


Norwegian. 


ErarsEN (J.). Reinvestment Cycles and their Manifestation in 
the Norwegian Shipping Industry. Oslo: University Institute of 
Economics, 1938. 93”. Pp. 222. 

[To be reviewed. ]} 
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Italian. 


AreENA (C.). La carta del lavoro, Schema dell’ordine corporativo. 
Hoepli, Milan. Pp. viii + 548. 401. 


Fanno (M.). Principi di scienza economica, I. 2nd ed. Cedam, 
Padua. Pp. 220. 271. 


Napouitano (G.). Istituzioni di economia corporativa. Cedam, 
Padua. Pp. viii + 406. 501. 


Resta (M.). Il capitale fisso e le trasformazioni industriali. 
Cedam, Padua. Pp. iv+ 176. 161. 


Official. 
BRITISH. 


Report of the Committee on Holidays with Pay. London: 
H.M. Stationery Office, 1938. Pp. 79. 1s. 3d. 


[Those parts of this Report which discuss the extent to which holidays with 
pay are already given and the case for and against further extension by statutory 
enactment, are admirably lucid and concise, though the same cannot, perhaps, 
be said of the actual recommendations. The Committee was completely con- 
vinced of the social value of holidays with pay in promoting the health, happiness 
and efficiency of the manual and non-manual wage-earner; of this there was no 
doubt. The question then was how can the number of _—— having such 
holidays be increased. At the present time about 3 million manual wage- 
earners are covered by collective agreements providing such holidays (this figure 
showed a remarkable increase from about 1? millions while the Committee was 
sitting); but, according to the investigations of the Committee, 4} million people 
should be added to this figure, including 1} million clerks, 1 million shop 
assistants and 1 million employed in Public Administration and Defence. This 
means that of manual and non-manual employees — not more than £250 

r year, somewhat over 40% are already ‘‘ provided with ” holidays with pay 
(the whole mumber will not of course qualify). Among those — statutory 
enactment were the T.U.C. with a proposal for 12 working days holiday after 
12 months’ service, with provision for those with shorter service. The National 
Confederation of Employers’ Organisations was against statutory enactment on 
the grounds that it would be Parliamentary intervention in regard to one 
particular item out of the workers’ remuneration and would stimulate wage 
controversies in industry. After a spate of evidence the Committee recom- 
mended the following: In the case of industries where statutory minimum wage 
bodies exist, legislation should be introduced to give these bodies authority to 
provide at least one week’s holiday with pay, though not necessarily for a con- 
secutive week. Legislation was also needed to provide two weeks’ holiday with 
pay for domestic servants after one year’s service. Legislation has already been 
introduced to give effect to the former of these recommendations, though in the 
case of agriculture, no more than three consecutive days’ holiday is to be given. 
As regards other industries the Committee found themselves both strongly in 
favour of the provision of the week’s holiday through collective bargaining, and 
very doubtful if sufficient could ever be achieved this way. In face of this 
dilemma, and also because of the time required for the increased organisation of 
holidays, the Committee recommended that industries should be given a pro- 
bationary period in which to increase the provision of holidays with pay through 
collective agreement, and that not until the Parliamentary Session of 1940-41 
should legislation be passed making provision for holidays with pay in industry 

erally. Apart from the suggestion that the terms and conditions should be 
eft to the parties concerned to arrange and settle, with provisions in the event of 
their being unable to agree, hardly any indication of the details of the legislation 
are given. This is unfortunate as, in a country where almost no collective agree- 
ments are stututorily enforced and where large groups of wage-earners are still 
both unorganised and not covered by Trade Boards, such general legislation 
would not be at all straightforward. ] 
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Report of the Unemployment Assistance Board for the Year 
ended December 31st, 1937. London: H.M. Stationery Office, 
1938. 94”. Pp. 197. 3s. 


[This Report is, as usual, more than a formal record of the day-to-day working 
of the Board. In particular it includes a sample inquiry based on a 5 per cent. 
sample of the Board’s applicants covering duration of unemployment, com- 
position of households, resources of applicants, applicants’ normal earnings when 
employed, and home conditions. This inquiry showed that about 6 per cent. 
of the applicants are receiving an allowance from the Board which is within 4s. 
of their normal wage, a fact which the Chairman considers “‘ raises questions of 
very serious social consequence which go beyond the problems which the Board 
alone are in a position to solve.” Indeed, oddly, this Report and the recent 
Report of the Unemployment Insurance Statutory Committee have, between 
them, given considerable publicity to the low wages problem. On the second 
appointed day, April Ist, 1937, the Board took over from the Public Assistance 
Authority all the able-bodied unemployed who had as a normal occupation 
employment insurable under the Contributory Pensions Act, and who had not 
been on Transitional Benefit; by the end of the year out of 138,000 persons who 
were provided with forms by the P.A.C., 90,000 had been transferred, the majority 
of the remainder having been declared to be outside the scope of the Act. There 
were a number of new administrative problems; one of these arose from the fact 
that except in emergency the P.A.C. is now prohibited from granting relief to 
persons who, if in need, would be assisted by the Board; and another was the 
question of supplementation of unemployment benefit (7,000 such supplementary 
allowances were bejng paid at the end of the year). The local rent oe adopted 
by the Board on the recommendations of Local Advisory Committees worked well, 
and greater flexibility of treatment was introduced. At the end of the year 
additions were made to the allowances of 43 per cent. of the applicants owing to 
the coincidence of the rise in prices with the coming of winter. The average 
number of current applicants on any one day was 590,000; the number of different 
applicants 1,250,000; and there were 394,000 applicants who had not previously 
applied to the Board.] 


Factoriesand Workshops. Annual Report of the Chief Inspector 
of Factories and Workshops for the year 1937. London: H.M. 
Stationery Office, 1938. Pp. 123. 2s. 


[The chief feature of this Report, which is not concerned at all with the 
details of the new Factory Act, is the increase in the number of accidents. The 
total number of accidents was 192,000, of which 1,003 were fatal; an increase, 
for both figures, of 9 per cent. over 1936. The proportionately large number of 
accidents to young workers is again observed. The section on industrial develop- 
ment makes much of the shortage of skilled and juvenile labour in the boom 
year, and the view is expressed that employers are becoming increasingly aware of 
the advantages to be gained in building factories in a district where a supply of 
labour is available. ] 


Board of Trade. Survey of Industrial Development, 1937. 
London: H.M. Stationery Office, 1938. Pp. iv + 38. 9d. 


[This survey shows that 541 factories employing approximately 50,000 people 
were opened in 1937, that 237 extensions were built, and that 361 factories were 
closed. The corresponding, and revised, figures for 1936 were, 542 (20 of these 
were subsequently closed), 185 and 394 respectively. The number of new 
factories in Greater London fell from 256 in 1936 to 215 in 1937, with a more than 
corresponding fall in employment, and the employment provided by new factories 
in Wales fell to only 1,050. Of the new factories, 146 are connected with the 
export trade, and 23 are foreign. The unsatisfactory answer ‘‘ convenience of 
premises ”’ is still given as the reason for the choice of location in more than half 
the cases examined. The Board of Trade is conscious of the inadequacy of this 
information, but it is unfortunate they do not present their questions in a form 
which would make such a vague answer impossible. ] 


Colonial Office. An Economic Survey of the Colonial Empire. 
1936. London: H.M. Stationery Office, 1938. 13”. Pp. vi + 639, 
£1 7s. 6d. 
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Permanent Consultative Committee on Official Statistics. 
Guide to Current Official Statistics. Vol. 16. 1937. London: 
H.M. Stationery Office, 1938. 94’. Pp. 406. Is. 

Board of Trade, Statistics Department. Foreign Trade and 
Commerce Accounts relating to the Trade and Commerce of 
certain Foreign Countries and British Countries Overseas during 
the period ended 3lst December 1937. London: H.M. Stationery 
Office, 1938. Pp. 155. 2s. 6d. 

Report of the Chief Registrar of Friendly Societies for 
the year 1936. Part 2. Friendly Societies. London: H.M. 
Stationery Office, 1938. 13”. Pp. 45. 2s. 6d. 

Quarterly Summary of Australian Statistics, December 1937. 
Canberra : Commonwealth Government Printer, 1938. Pp.90. ls. 


LEAGUE OF NATIONS. 


League of Nations. Report of the Co-ordination Committee 
on the Economic and Financial Questions contained in the 
Agenda of the Nineteenth Ordinary Session of the Assembly. 
Geneva, London: Allen and Unwin, 1938. Pp. 25. 6d. 

League of Nations. Report on Exchange Control]. Geneva. 
London : Allen and Unwin, 1938. Pp. 53. Is. 


[In this Report, submitted by a Committee composed of members of the 
Economic and Financial Committees, it was originally hoped to examine the 
question of exchange control from the aspect of the practical technical measures 
that could be devised to alleviate the effects of the system. Unfortunately, 
owing to the worsening of the political and economic system, such a project had 
to be dropped and the Committee decided to examine instead the technical 

aspects of exchange control in its bearing on national economy. The result is a 
clearly written and interesting Report, which discusses the origin, the methods, 
the effects and the measures already adopted for the relaxation of exchange 
control. It bears the exchange control countries, as it were, no grudge, but is 
at pains to emphasise the evil effect that exchange control has on the trade of 
these countries themselves, and the high degree of State interference which it of 
necessity involves. } 


League of Nations. Review of World Trade, 1937. London: 
Allen and Unwin, 1938. 11”. Pp.95. 2s. 6d. 


[This valuable publication is descriptive as well as statistical, and contains 
a so-called ‘‘ summary of results.”” This shows that in 1937 world trade increased 
by 23% in value and 13% in quantum; that the quantum of raw materials was 
above, and that of foodstuffs and manufactured articles was below the 1929 
level; that the terms of trade of the raw-material countries reached their most 
favourable position in 1937; that the trade in manufactured articles exceeded, 
in quantum, the previous record level of 1931; with resulting benefit to the United 
States, Germany and the minor industrial countries of Europe in particular; 
that the United States balance changed from a negative to a large positive 
figure. } 


League of Nations. Committee of Statistical Experts. 
Geneva. London: Allen and Unwin, 1938. Pp. 28. 1s. 

[This is a Report of the recommendations of the Committee made with a 
view to attempting to increase the comparability and completeness of the follow- 
ing statistics in particular : gainfully occupied population ; housing and building ; 
minimum list of commodities entering into international trade; indices of 
industrial production. ] 


League of Nations. Statistical Year-Book of the League of 
Nations, 1937-38. Geneva. London: Allen and Unwin, 1938. 
93”. Pp. 336. 10s. (paper); 12s. 6d. (cloth). 

[This new issue not only brings the statistics up to date but also contains 
important new material. ] 
No. 191.—voL. xLvm1. Ss 
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League of Nations. Financial Committee. Report to the 
Council on the Work of the Sixty-sixth Session of the Committee. 
I. Some Observations on the General Situation. Series of League 
of Nations Publications. London: Allen and Unwin. 1938. 
Pp. 31. 9d. 


{This consists of a Review by the Secretariat on certain general aspects of 
the economic situation, which attempts to explain the recession in trade activity, 
and short comments of the Financial Committee on this. The latter emphasises 
that though the present economic setback has been in many respects as great as 
in the period 1928 to 1931, it would be a mistake to conclude that there is any 
great analogy between the two situations. ] 


INTERNATIONAL LABOUR OFFICE. 

International Labour Office. Report of the Director. Geneva: 
International Labour Office, 1938. Pp. 81. 

Butter (H.). Problems of Industry in the East. With 
special reference to India, French India, Ceylon, Malaya and the 
Netherlands Indies. International Labour Office. London: P.§&. 
King, 1938. Pp. 74. 40c.; 1s. 6d. 

[This records the personal impressions of the former Director of the I.L.0. 
gathered during a three-months’ journey in 1937-8.) 














